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Independent Auditor's Report

To the Board of Education
Huron Valley Schools

We have audited the accompanying financial statements of the governmental activities, each
major fund, and the aggregate remaining fund information of Huren Valley Schools as of and for
the year ended June 30, 2008, which collectively comprise the School District’s basic financial
statements as listed in the table of cantents. These financial statements are the responsibility of
Huren Valley Schools” management. QOur responsibility is to express opinions on these financial
staternents based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States, Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatemnent. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall finandial statement presentatdon. We befieve that our audit
provides a reasonable basis for our apinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, each major fund, and the
aggregate remaining fund information of Huron Valley Schools as of june 30, 2008 and the
respective changes in financial position and cash flows, where applicable, thereof for the year
ther: ended, in conformity with accounting principles generally accepted in the United States of
Amarica,

The management's discussion and analysis and budgetary comparison schedules, as identified in
the table of contents, are not required parts of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United
States of America. We have applied certain limited procedures, which consisted principally of
inquirtes of maragement, regarding the methods of measurement and presentation of the
required supplementary information. However, we did not audit the information and express
no opinion oh it. '

Praxity :
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To the Board of Education
Huron Valley Schools

Our audit was conducted for the purpoese of forming opinions on the financial statements that
collectively comprise Huren Valley Schools’ basic financial statements. The accompanying other
supplementary information, as identified in the table of contents, is presented for the purpose of
additional apalysis and is not a required part of the basic financial statements. The other
supplementary information has been subjected to the auditing procedures applied in the audit of
the basic financial sterements and, in our opinion, is fairly stated in all material respects in refation
to the basic financial statermnents taken as a whole.

in accordance with Government Auditing Standords, we have also issued a report under a separate
cover dated October 8, 2008 on our consideration of Huron Valley Schools' internal control
over financial reporting and on our tests of its compliance with certain provisions of laws,
regulations, contracts, grant agreements, and other matters. The purpose of that report is to
describe the scope of cur testing of internal control over finandal reporting and compliance and
the results of that testing, and not to provide opiniens on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Goverament Auditing Stondords and should be considered in assessing the results of our

audit.
74«1%., f 77&»«:/, Pree
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Huron Valley Schools

Management’s Discussion and Analysis

This section of Huron Valley Schools' (the “School District”) annual financial report presents our
discussion and analysis of the School District’s financial performance during the year ended
June 30, 2008. Please read it in conjunction with the School District’s firancial statements, which
immediately follow this section.

Using this Annual Report

This anniual report consists of 2 series of financizl stetements and notes to those statements.
These statemants are organized so the reader can understand Huron Valley Schools financially as
a whole. The district-wide financial statements provide infermation about the activities of the
whole School District, presenting both an aggregate view of the Schoo! District’s finances and 2
longer-term view of those finances. The fund finandal statements provide the next level of
detail. For governmental activities, these statements illustrate how services were financed in the
short term as well as what remains for future spending. The fund financial statements look at
the School District’s cperations in more detail than the district-wide financial statements by
providing Information about the School District’s most significant funds - the General Fund and
the 2001 Capital Projects Fund, with all other funds presented in one column as nonmajor funds.
The remaining statement, the statement of fiduciary assets and liabilities, presents financiad
information about activities for which the School District acts solely as an agent for the benefit of
student groups.

Management's Discussion and Analysis (MD&A)
{Required Supplementary Information)

Basic Financial Seatements

District-wide Financial Staternents Fund Financial Statements
Motes to the Basic Financizl Staternents

{Required Supplementary Information)
Budgetary Information for Major Funds

Other Supplementary Information

Reporting the School District as a Whole - District-wide Finonciof Statements

Chne of the most important questions asked about the Schoa! District is, "As a whole, what is the
School District’s financizl condition as 2 result of the year's activities?™ The statement of net
assets and the statement of activities, which appear first in the Schoo! District’s financial
staternents, report information on the School District as a whole and Its activities in 2 way that
helps you answer this question. Y¥e prepare these statements to include all assets and liabilities,
using the accrual basis of accounting, which is similar to the accounting used by most private
sector companies.  All of the current year's revenues and expenses are taken into account
regardless of when cash is received or paid.



Huron Valley Schools
Management’s Discussion and Analysis (Contmued)

These two statements raport the School District’s net assets - the difference between assets and
liabilities, as reported in the statement of net assets - as one way to measure the School
District’s financial health or financial position. Over time, increases or decreases in the Schoo!
District’s net assets - as reported in the statement of activities - are indicators of whether its
financial heakth is improving or deteriorating. The relationship between revenues and expenses is
the Schoo! District's operating results. Howaver, the School District's goal is to provide services
to our students, not to generate profits as commercial entities do, Cne must consider many
ather nonfinancial factors, such as the quality of the education provided and the safety of the
schools, to assess the overzll health of the School District.

The statement of net assets and the statement of activities report the governmental activities for
the School District, which encompass 2ll of the School District’s services, including instruction,
support services, food services, athletics, community services, and bookstore. Property taxes,
unrestricted state aid {foundation allowance revenue), and state and federal grants finance most
of these activitias.

Reporting the Schooi District’s Most Significant Funds - Fund Financial Statements

The School District’s fund financial statements provide detailed information about the most
significant funds - not the School District as 2 whole. Some funds are required to be established
by state law and by bond covenants. However, the School District establishes many other funds
to help it control and manage money for particular purposes {the Food Services, Athietics,
Community Services, and Bookstore Funds are examples) or to show that it is meeting legal
responsibilities for using certain taxes, grants, and other money {such as bond-funded
construction funds used for voter-approved capital projects). The governmental funds of the
School District use the faollowing accounting approach:

Governmental Funds - All of the School District’s services are reported in
governmental funds, Governmental fund reporting focuses on showing how money
flows into and out of funds and the balances left at year end that are available for
spending. They are reported using an accounting method called modified accrual
accounting, which rmeasures cash and zll other financial aszets that can readily be
converted to cash. The governmental fund statements provide a detailed short-term
view of the operations of the Schocl District and the services it provides.
Governmental fund information helps you determine whether there are more or fewer
financial resources that can be spent in the near future to finance the School District's
programs. We describe the relztionship (or differences} between governmental
activities {reported in the statement of net assets and the statement of activities) and
governmental funds in 2 reconciliation.



Huron Valley Schools
Management’s Discussion and Analysis (Continued)

The School District as Trustee - Reporting the School District’s Fiduciary Responsibilities

The School District is the trustee, or fiduciary, for its student activity funds. All of the School
District’s fiduciary activiies are reported in a separate statement of fiduciary assets and liabilities.
We exclude these activities from the School District’s other fimandal statements because the
Schoo! District cannot use these assets to finance its operations. The School District is

responsible for ensuring that the assets reported in these funds are used for their intended
purposes.

The School District as 3 Whole

The statement of net assets provides the perspective of the School District as a whole. Table |
provides 2 summary of the School District's net assets as of June 30, 2008 and 2007:

TABLE I
Governmental Activities
2008 2007
{in miflions)
Axsots
Current and other assets % 372 % 34.4
Capital assets 211.0 217.5
Total assets 2482 251.9
Liabilities
Current labilities 282 227
Long-term liabilities 1348 150.3
Total liabilities 163.0 173.0
Net Assets
invested in property and equipment - Net of related debt 655 &0.8
Restricted 7.3 al
Unrestricted 12.6 1.0
Total nat assets 4 85.2 % 72.9




Huron Valiey Schools
Management’s Discussion and Analysis (Continued)

The above analysis focuses on the net assets (see Table ). The change in net assets {see
Table 2} of the School District's governmental activities is discussed below. The Schoa!
District’s net assets were $85.2 million and $78.9 million at June 30, 2008 and 2007,
respectively. Capital assets, net of related debt totaling $65.5 million, compares the original
cost, less depreciation of the School District's capital assets, to long-term debt used to finance
the acquisttion of those assets. Most of the debt will be repaid from voter-approved property
taxes collected as the debt service comes due. Restricted net assets are reported separately to
show legal constraints from debt covenants and enabling fegislation that limit the Schoo!
District’s ability to use those net assets for day-to-day operations. The remaining amount of net
assets, $12.6 million, was unrestricted.

The unrestricted net assets of governmental activities represents the accumulated results of all
past years' operations. The unrestricted net assets balance enables the Schoo! District to meet
working capital and cash flow requirements as well as to provide for future uncertainties. The
operating results of the General Fund will have a significant impact on the change in unrestricted
net assets from year to year.

The results of this year's operations for the School District as 2 whole are reported in the
statement of activities {see Table 2}, which shows the changes in net assets for fiscaf years ended
lune 30, 2008 and 2007

TABLE 2
Governmental Activities
2008 2007
(in millions)
Revenue
Program revenue:
Charges for services : $ 49 % 4.2
Federal and state grants and entitlements 207 19.5
{eneral revenue:
Property taxes 348 338
State foundation allowance 63.0 63.1
Interest and investment earnings 2.8 25

Tota revenue 126.2 123.1



Huron Valley Schools
Management’s Discussion and Analysis (Continued)

TABLE 2 {Continued}
Governimental Activities
2008 2007
{in millions}
Functions/Program Expenses
instruction $ 529 % 50.2
Support services 39.3 40.2
Food services 28 29
Athletics 1.2 1.2
Community services 27 2.6
Bookstore 0.1 Q.1
Interest on long-term debt 9.8 10.2
Depreciation {(unallocated} 1.1 il.2
Total functionsfprogram expenses H9.% i18.6
Increase in Net Assets 5 63 % 4.5

As reparted in the statement of activities, the cost of all of our governmental activities this year
was $119.9 million. Certain activities were partially funded from those who benefited from the
programs, $4.9 million, or by other governments and organizations that subsidized certain
programs with grants and conwributions, $20.7 million. We paid for the remaining “public
benefit” portion of our governmental activities with $34.8 million in taxes, $63.0 million in state
foundation allowance, and $2.8 million with our other revenues, i.e., interest and general
entidements.

The School District experienced an increase in net assets of $6.3 million. This was due to an
increase in revenue for services ($600.000), grant revenue ($1.2 million), property taxes
($1.0 million) partially offsat by a decrease in state revenue ($100,000), and investment income

($300,000).

As discussed above, the net cost shows the financial burden that was placed on the State and the
Schoc! District’s taxpayers by each of these functions. Since property taxes for operations and
unrestricted state ajd constitute the vast majority of district operating revenue scurces, the
Board of Education and administration must annually evaluate the needs of the School District
and balance those needs with stete-prescribed availzble unrestricted resources,



Huron Valley Schools
Management’s Discussion and Analysis (Continued)

The School District’s Funds

As we noted earlier, the School District uses funds to help it contrel and manage money for
particular purposes. Looking at funds helps the reader consider whether the School Gistrict is
being accountable for the resources taxpayers and others provide to it and may provide more
insight Into the School District’s overall finandial health.

As the School District completed this year, the governmental funds reported a combined fund
balance of $22.3 million, which is a decrease of approximately $1.0 million from last year. The
prirary reasons for the decrease are as follows:

in the Combined General Fund, our principal operating fund, (which includes the General Fund,
the International Academy West, and state and federal grants), the fund balance decreased
approximately $219,000 to $14.8 million. The General Fund decreased its fund balance by
approximately $576,000. This decrease primarily reflects expenditures from the prior year that
were paid in the current year {and designated in the prior year's fund balance), offset by a one-
time increase in special education revenue received from prior year's savings at the I1SD
{intermediate School District) level. The International Acaderry West increased its fund balance
by approximately $357,000, which will be used for operations and capital outlay expenditures
over the next three to four years.

Our Special Revenue Funds decreased by approximately $72,000 for the year. While our Food
Service Fund made a small profit, the decrease reflects the move of the Pcols & Fitness
Operation from the Genzral Fund to the Community Recreation & Education Fund. The
addition of necessary one-time expenditures zlso decreased the fund balance of the Community
Recreation & Education Fund.

Combined, the Debt Service Funds showed a fund balance increase of approximately $129,000.
Millage rates are determined annually to ensure that the School District accumulates sufficient
resources to pay annual bond issue-related debt service. Debt Service Funds fund bafances are
reserved since they can only be used to pay debt service obligations.

The combined Capital Projects Funds fund balance decreased by approximately $843,000 as the
Schog! District continued construction refated o the 200! bond issue. The construction project
is estimated to be approximately 95 percent complete at lune 30, 200B. In addition, the School
District collected $2.8 million in voter-approved sinking fund millage. This millage is available to
fund specific capital projects zllowed by state law and approved by the voters. Sinking Fund fund
balance decreased by approximately $465,000 due to planned projects completed during the
2007-2008 school year.



Huron Valley Schools

Management’s Discussion and Analysic (Continued)

General Fund Budgetary Highlights

Owver the course of the year, the Schoo! District revises its budget as it attempts to deal with
unexpected changes in revenues and expenditures. State law requires that the budget be
amended to ensure that expenditures do not exceed appropriations. The final amendment to
the budget was acwually adopred just before year end. A schedule showing the Schoo] District's
original and final budget amounts compared with amounts actually paid and received is provided
in required supplementary information of these financial statements.

Budgeted revenues were decreased approximately $.8 milfion primarily due to movement of the
Pools & Fitness revenue to the Community Recreation & Education Fund. There were some
small adjustments for fund modifications and grant awards.

Budgeted expenditures were increased approximately $.6 million primarily for prior year's
expenditures paid in the current year {and set aside in last year's fund balance), offset by the

reduction of expenditures for Pools & Fitness ($.7 million) that was moved to the Community
Recreation & Education Fund.

Capital Assets and Debt Administration

Capitaof Assets

As of june 30, 2008, the School District had approximately $314.0 million invested in a broad
range of capital assets, including tand, buildings, vehides, furniture, and equipment. This amount
represents a net increase (including additions and disposals) of approximately $3.0 million, or
1.0 percent, from last year.

2008 2007
Land % 3857231 % 385723
Construction in progress 139,548 49,778
Buildings and building improvements 252,609 690 249 906,034
Buses and othar vehicles 5688027 6 554 257
Furniture and equipment 51,759,745 50,626,583
Total capital assets % 314,024,234 $ 310,993,881

This year's additions to buildings, furniture, and equipment of $4.6 million included new
technolagy, building rencvations, and new schoo! construction. These assets were funded by
existing bond and Sinking Fund monies.



Huron Valley Schools
Management’s Discussion and Analysis (Continued)

Debt

At the end of this year, the School District had $143.0 million in bonds outstanding versus
$154.4 million in the previous year - a change of 7.4 percent. Those bonds consisted of the
following:

2008 2007

General obligation bonds $ 142954138 $ 154,438,298

The State lmits the amount of generat obligation debt that schools can issue to 15 percent of the
assessed value of all taxable property within the School District’'s boundaries., If the School
District issues “qualified debt,” L.e., debt backed by the State of Michigan, such obligations are
not subject to this debt limit. The School District does not have any ungualified general
cbligation debt cutstanding.

Qther obligations include accrued vacation pay, sick leave, early retirement incentives, and other
insurance reserves. We present more detailed information about cur long-term liabilities in the
notes to the financial staterments,

Economic Factors and Next Year's Budgets and Rates

Our elected officials and administration consider many factors when setting the School District’s
2008-2009 fiscal year budget. One of the most important factors affecting the budget is the
Scheol District’s student count. The State foundation revenue is determined by multiplying the
blended student count by the foundation allowance per pupil. The blended count for the 2008-
2009 fiscal year is 25 percent of the February 2008 and 75 percent of the September 2008
student counts. The 2008-2009 fiscal year budget was adopted in June 2008 based on an
estimate of the students that will be enrolled in September 2008. Approximately 90 percent of
the General Fund revenue is from the foundation alfowance.

Under state law, the Schoo! District cannot assess additional property tax revenue for general
operations. As a result, district funding is heavily dependent an the State’s ability to fund local
schoa! operations. The 2008-200% budget was based on an esumate of 10,443 students, which
was 2 decrease of 70 students from the 2007-2008 student count. Based on cur unaudited
student count from September 24, we anticipate that the fall count will be below the estimate
by approximately 70 students, for a total decrease of approximately 140 students. Once the
final student count and related per pupil funding are validated, state law requires the School
District to amend the budget #f actual 5chool District resources are not sufficient to fund otiginal
appropriations.



Huron Valley Schools

___________________________________________________________________________ ___
Management’s Discussion and Analysis (Continued)

Since the School District’s revenue is heavily dependent on state funding and the heaith of the
State's School Aid Fund, the actual revenue received depends on the State's ability to collect
revenues to fund its appropriation to the schoaol districts. The State periodically holds a revenue
estimating conference to estimate revenues. Based on the approved budget for the State’s
2008-2009 fiscal year, which begins October |, 2008, the School District will receive a per pupil
increase of $110 in the foundation allowance. The School District had budgeted an increase of
$125 per pupil for the 2008-2009 fiscal year.

To position the School Dismict to deal with changes in pupil estimates and foundation
zllowances, the School Board approved a board policy in June 2007, that designates part of the
fund balance for stabilization. The stabilization fund balance designation will be no less than
5 percent of the total cperating expenditures. This stabilization fund balance allows the School
District to adjust to changes in revenue estimates after the board has approved the budget for
the next school year.

In addition, the School Board authorized a Building Utilization Study Committee to look at the
utilization levels of the School District’s elementary buildings. The intent was to determine if the
buildings were being used to their full capability taking into consideration the declining
enrollment in the School District. The School Board, based on the findings from the committee,
voted to repurpose an elementary school and provide K-5 instruction using one less elementary
building. The former elementary building is repurposed for community-based programs.

The School District’s budget for 2008-2009 is projected to decrease overall fund balance. The
decrease will reduce the stabilization fund balance desighation asmnount, but is not expected to go
below the minimum 5 percent of operating expenditures. The School Board and administration
are concerned with the structural deficit (expenditures exceeding revenues) knowing that the
School District must present a balanced budget every year. Therefore the School District will
wark diligently with the employees and the community to continue to lock for ways to provide a
premier education while reducing operation costs and enhancing revenue, where possible.

1



Huron Valley Schools

Statement of Net Assets
June 30, 2008
Governmental
Activities
Aszets
Cash and and cash equivalents {Note 3) $ 15,644,810
Receivables - Net (Note 4) 14,843,495
- Inventories and other current assets 1,642,948
Restricted assets {Note 8) 5042 355
Capital assets - Net {Note 5} 211,018,641
Totzl assets 248,192,249
Liabilities

Accounts payable 3,837,020
Accrued payroll and other habilities 2 825 690
Accrued interest 955 045
Deferred revenue 1,276,080

Leng-term liabilities (Note 7):
Due within one year 12,23%,39]
Due in more than one year | 34,830,955
Total Fabilitias 163,004,202

Met Assets
Investrent i capital assets - Net of related debt 65,497,273
Restricted:
Debt service 2,093 652
Capital projects 5,042,355
Unrestricted 12,554 767
Total net assets $ 85,188,047
The Motes to Financial Statements are an 12

Integral Part of this Statemernt.



Huron Valley Schools

Statement of Activities
Year Ended June 30, 2008

Governmental
Program Fevenoes Actjvitine
Met {Expanse)
Ravenne and
Charges inr  Opergting Grantsy CThanges in
Expenses Services Conmnkbutions Met Assets
Functicns/fPrograms
Primary government - Goveramsntal
Bctivities:
Instruction $ 52525510 % - % 19597305 $ (33,328.205)
Support sarvices 35,323514 - - (39.323,914)
Food sarvices 2,758,509 1.656 517 1,118,942 57.3%0
Arhletics 1,223 388 435,057 - (187331}
Commamity programs and services 276477 2649178 - {50,25%
Bookstore &9 417 TL&5T - &, 240
Interest an long-term debt 9817796 - {g.ﬁl?l.??ﬁ}
Cepreciation {unallocated) H, 18212 - - (N.11821%
Total primary government -
Gavernmental activites $ 119937023 § 4,857.80% % 20,716,247 (94,363,167}
Geparal reven et
Taxes:
Proparty takes, levied for general pueposes 12,028,341
Property taves, levied Mor debr ervices MO0 437
Property taxes, levied for capital projects 271914
State aid not resthicted o spacific purposas 63.012,79%
Crants and contribations not restricted o
spaalic programs &2.019
Gain on sale of fxed agsets 27,378
Interest earmings and cther 2,766,775
Total general revenues 100636083
Change in Mat Assats 6,262,866
Net Assats - Beginning of year __ 78935181
Net Assets - End of year $ _85.188.047
The Notes to Financial Staternents are an 13

integral Part of this Statement.
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Azzets

Cah and and cash equivalents {MNote 3)
Receivables - Net {Mote 4)

Due frorm other [unds (Nowe 6)
lnvemtories

Prepaid expenses

Restricted assets (Mote &)

Torcal assats

Liatwifities and Fund Batances

Liakdlithes
Arcounts payable
Corstruction contraces payatle
Accrued payrall and other liabilities
D to ather lunds (Mote &)
Dalerred ravenue (Mote 4)

Tatal liabllinies

Furnd Balancas

Recorvad:
Emtumbrances
Prepaid and invemtories
Capital projmcts
Dbt service

Unreserved:
Eresignated For International Acdemy West
Precipnated for G009 Budget
Despnared for 0910 Budges
Eresignared for stabilizateon fund
Di=sipnated for compensation agreements
Eresigrated [or spealic future axpendimires
Undesignated, reported in Special

Revenue Funds

Teotal lund balances

Total tiabilittes and fund balances

The Motes to Financizl Statements are an
Integral Part of this Statement.

Governmental Funds
Balance Sheet
June 30, 2008
Combined Cher Monmagar Total
{Gaenarg) 2001 Capita Govermmaital  Governmiental
Furd PFrojects Fund Funds Funds
4 14037807 % - ] L5707 5 15,608,354
14842619 - 500 14,843 119
I88TY 429815 1313499 1782193
167,260 - 174,924 42 184
1L 127,764 - - 1LI127.764
- 3,062,490 1,579,865 5,042,355
$ 30,314,129 § 2492305 % 5019535 % 38,845,969
$ 2252041 5 7318 4 5933%0 §  1.B57.749
- - 7416 Td16
#.514,372 36,293 132,900 9,683 555
265,883 47,521 Gd 457 1762861
1,141,506 - 174,174 1,276,080
15520202 91,132 oFF3T 16,588,671
154,038 - - 354,823
1,395 024 - 174,924 1,569,245
. 3,401,173 1 B97, 167 5,398,340
- - 2093852 2093657
548,595 - - 548,595
2B75 000 - - 1875000
1,517,000 - - 1517000
4 625 087 - - 4625087
3,846,317 y . 2,846,337
&332 058 - - &32056
- - {103,545} (103,545)
14.793.927 344(,173 £.562,198 22,257,198
$ 30,314,12% $ 3492305 %5 35.03%,535 5 3BBIS 6T
14



Huron Valley Schools

Governmental Funds

Recondilixtion of the Balance Sheet of Governmental Funds
to the Statement of Net Assets
June 30, 2008

Fund Balance - Tatal Governmental Funds $ 22257298

Amounts reported for governmental activities in the
staterment of net assets are different because:

Capital assets used in governmental activities are
financial resources and are not reported in the

governmental funds:
Capital assets $ 314,024 234

Accumulated depreciation (103,005,593)  211,018,64I

Long-term liabilities are not due and payable in the
current period and are not reported in the
governmental funds:
Bonds payable, including bond premium and
deferred interest (142,954,138}
Ccmp-?nsarted absences and incentive (2,029,884)
cbligations
Risk liabilities (514,160)

Accreted interest on capital appreciation
bonds (1,572,165}

internal Service Funds are included as part of
governmental activities. The assets and liabilities
of the Internal Service Funds are included in the
governmental activities (22,480)

Accrued interest payable is not included as a liability

in governmental funds (995.065)

Net Assots - Governmental Activities % 85,188,047

The MNotes to Financial Staternents are ap 15
Integral Part of this Statement.
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Revenue
Loczl sources
State sources
Feder! sources
Interdistrict sources

Total ravenua

Expenditures

Current
Instruceian
Support services
Community progrems and services
Food service
Athletics
Booketore

Debt service;
Principal
Interest
Other

Capimal outlay

Interdiskrict tuition

Total expenditures
Excess of Revenues Over (Under)
Expenditures

Crther Financing Sources {Uses)
Transfers in {Mote &)
Transfers out (MNote &)
Froceeds from debt issuance
Payment to escrow agent
Payment of bond issuance fees
Proceeds from sale of fixed assets

Total other financing wes
MNet Change in Fund Bafances
Fund Balances - Beginning of year

Fund Balances - Epd of year

The Maotes to Financizl Statements are an
Integral Part of this Seatement.

Governmental Funds
Statement of Revenue, Expenditures, and
Changes in Fund Balances

Year Ended June 30, 2008
Crther
Cumbined Monmajor Total
General 2801 Capital  Goveramental - Governmental
Fund Projects Fund Funds Funds

$ 13481966 § 47070 % 27962750 % 41,591,786
69,372,536 - 166515 £9,489.05|
4016719 - 52,427 4969, 146
9,270,849 - - 9,270,849
26,092,070 147,070 29,081 592 125,320,832
50,965,030 - - 50,965,03¢
40,681,231 - - 40,881,231
124 039 - 2,506 438 2700477

- - 2,758 309 2,758,50¢

- - 1,223 388 1,222,388

- - &9 417 63417

- - 8315541 8,215,551

- - 8,975,933 8,975,933

. - 1,777 1,777
1,350,746 525093 3,355,397 5,231,126
2106183 - - 2,106,583
95,297,229 525,093 27206 416 123,828 732
794,841 (378,023 1| 875,282 2,290 104
B4.015 - 3. 226,837 3310853
{1,125,062% - {2.185.791) {3.210850
- - 22,046,929 22046939
- - (25,127,425)  (25,127.425)
- - {244,504) {244,504)

27,328 - - 27335
{1.013,718) - {2.2R3,954) (32976738
{218,877} (378.023) {408,672) (1,005,572
15,002,804 3,779,195 4 470,87 23 262 B0

$ 14,793,927

$ 3400173 % 4,062,198 $ 22,257,256




Huron Valley Schools

Governmental Funds

Reconciliation of the Statement of Revenue, Expenditures,
and Changes in Fund Balances of Governmental Funds

to the Statement of Activities

Year Ended June 30, 2008

Mt Change i Fund Balances - Total Governimental Funds ¥ {LBD53572)

Amounts reported for govarnmental ecthities in the
statement of acthaties are differant becauss:

Governmnental funds repont cpital ouday as expenditures;
in the staternent of activities, these costs are sllocated
ovar their estimatad vceful [ves xx depreciation:
Depreclation expense 2001118215
Capitalized capital cuttay and other fixed asset addinons 4,677,351 {B.440,881)

Proceeds recedved from the issuance of bonds are
recorded as revenue in the governmental funds, bat Gat
i the staternent of acthities {21, 1%5,000)

Fayrrianmts to the bond escrow apeat related to the
bond re-funding are recorded as expenditures in the
Fovernmental stataments, but ot in the statement

of activitees 24,580,000

Accread interast is recordad in the setemment of activities
when incurred, it iz not reported in governmental
fundds wntl paid 135,874

Repayment of bond principal i an expendibere inthe
govarnmental firnds, birt not in the statement of activities
(where it reduces lorgterm debd) B.315.561

Deferred wberast charges ace repontad as expenditures in the
lunds when incurred and armortized in the staterment of
activities cwer the term of the bands 337473

Cornpensated absances, estimatad sell-insured liahifity
clairms, ared Interest on capital appreciation bonds are
recordad when earned or ingurred in the staterent of
activines, Inthe current year, mone was pad out than

earned or ircured . 2,192,323
Underwrites's premivm amovtized in the statemant
of activities {553.874)
Irbermal Service Fund activity ($4.058)
Change in Met Assets of Governmental Activities $ 5,262,855

The Notes to Financial Statements are an 17
Integral Pare of this Staterment.



Huron Valley Schools

Proprietary Fund = Internal Service Fund
Statement of Net Assets (Deficit)

June 30, 2008
Assets
Cash and cash equivalents $ 36,456
Accounts receivable 376
Deposits 73,000
Due from other funds 7,059
Total assets 116,891
Liabilities
Accounts payable 5,889
Estimated claims payable 133,482
Total fiabilities 139,371
Net Assets {Deficit) - Unrestricted 5 (22.480)
The MNotes to Financizl Staterments are an 18

Integral Part of this Statement.



Huron Valley Schools

Propricetary Fund = Internal Service Fund
Statement of Revenue, Expenses, and Changes in
Fund Net Assets (Deficit)

Year Ended June 30, 2008

Operating Revenue - Charges for services $ 1,347,618
Operating Expenses
Claims 1,206 037
Administrative fees 235,039
Tetal operating expenses 1,441,676
Operating Loss {94,058)
Net Assets - Beginning of year 71,578
Met Assets {Deficit) - End of year . 3 (22,480)

The MNatas to Finaneizal Statements are an 19
Integral Part of this Statement,



Huron Valley Schools

Proprietary Fund - Internal Service Fund

Statement of Cash Fows
Year Ended June 30, 2008
Cash Flows from Operating Activities
Charges for services % 1,345,442
Claiims paid {1,.079.6i4
Administrative feas (258,844
Met cash provided by operating activities 8,184
Net Increase in Cash and Cash Equivalents 8,184
Cash and Cash Equivalents - Beginning of vear 28,272
Cash and Cash Equivalents - End of year $ 36456
Reconciliation of operating loss to net cash from cperating
activities:
Operating loss £ (94,058)

Adjustments to reconcile operating loss to net cash from
operating activities - Changes in assets and liabilities:

Accounts receivable {378)
Due from other funds 237536
Accounts payable {23,805)
Claims payable (LIL113)
Mer cash provided by operating activities $ 8,184
The Motes to Financial Staternents are an 20

Irtegral Part of this Staterment.



Huron Valley Schools

Fiduciary Fund
Statement of Fiduciary Assets and Liabilities
June 30, 2008
Student
Activities
Agency Fund
Assets
Cash and cash equivalents $ 467,427
Accounts receivable 811
Due from other funds {Note 6) 873,707
Total assets $ 1,443,945
Liabilities
Accounts payable $ 159320
Due to other funds {(Note 6} 1,098
Due to student groups 1,283,527
Total liabilities $ 1,443,945

The MNotes to Financial Statemments are an 21
Integral Part of this Staterent.



Huron Valley Schools

Notes £o Financial Statements
June 20, 2008

Note I ~ Summary of Signiticant Accounting Policies

The accounting policies of Huron Valley Schools (the “School District™) conform to
accounting principles generally accepted in the United States of America (GAAP) as
applicable to governmentzl urits. The following s a summary of the significant
accounting policies used by the School District:

Reporting Entity

The Schood District is governed by an elected seven-member Board of Education.
The accompanying financial statements have been prepared in accordance with
criteria  established by the Governmental Accounting Standards Board for
determining the various governmental organizations to be induded in the reporting
entity. These criteria include significant operational financial refationships that
determine which of the governmental organizations are a part of the School
District's reporting entity, and which organizations are legally separate, component
untts of the School District. Based on the application of the criteria, the School
Listrict dees not contain any component units.

District-wide and Fund Financial Statements

The district-wide financial statements {lLe., the statement of net assets and the
statermnent of activities) report informaticn on zll of the nonfiduciary activities of the
primary government. For the mast part, the effect of interfund activity has been
removed from these statements. Governmental activities, which normally are
supported by taxes and intergovernmental revenues, are reported separately from
business-type activities, which rely to a significant extent on fees and charges for
support. Al of the School District’s district-wide activities are considered
governmental activities.

The staternent of activiies demonstrates the degree to which the direct expenses of
a given funcdon or segment are offset by program revenues, Direct expenses are
those that are dearly identifiable with a specific function. Program revenue includes
charges to customers or applicants who purchase, use, or directly benefit from
goods, services, or privileges provided by a2 given function and grants and
contributions that are restricted to meeting the operational or capital requirements
of a particular function. Taxes, intergovernmental payments, and other items not
properly included among program revenues are reported instead as general
revenue. '

Separate financial statements are provided for governmental funds, propristary
funds, and fiduciary funds, even though the latter are exciuded from the district-wide
firancial statements. Major individual governmental funds are reported as separate
columns in the fund financial statements.
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Huron Valley Schools

Notes to Fnancial Statements
June 30, 2008

Note | - Summary of Significant Accounting Policies (Continued)

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

District-wide Financial Statements - The district-wide financial statements are
reported using the economic resources measurement focus and the accrual basis of
accounting. Revenue is recorded when earned and expenses are recorded when a
itability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenue in the year for which they are levied. Grants, categorical aid,
and similar ftems are recognized as revenue as scon as afl eligibility requirements
imposed by the provider have been met, '

As a general rule, the effect of interfund activity has been eliminated from the
digtrict-wide financial statements.

Amcunts reported as program revenue indude (I} charges to customers or
applicants for goods, services, or privileges provided, {2} operating grants and
contributions, and {3} capital grants and contributions. Internally dedicated
resources are reported as generzl revenue rather than as program revenue.
Likewise, general revenue incudes all taxes and unrestricted state aid.

When an expense is incurred for purposes for which both restricted and
unrestricted net assets are available, the Schoo! District’s policy is to first 2pply
restricted resources.

Fund Fimancial Statements - Governmental fund financial staterments are reported
using the current financial resources measurement focus and the modified accrual
basis of accounting. Revenue is recognized as soon as it is both measurable and
available. Revenue is considered to be available if it is collected within the current
period or soon encugh therezfter to pay liabilities of the current peried. For this
purpose, the School District considers revenues to be avaifable if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrizal accounting. However, debt
service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due.

Property taxes, unrestricted state aid, intergovernmental grants, and interest
associated with the current fiscal period are all considered to be susceptible to
accrual and so have been recognized as revenue of the current fiscal period. All
other revenue items are considered to be available only when cash is received by the
School District.
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Huron Valley Schools

Notes to Financial S$tatements
June 30, 2008

Note | - Summary of Significant Accounting Policies (Continued)

Praprietary fund and fidudiary fund statements are also reported using the economic
resources measurement focus and the accrual basis of accounting. Proprietary funds
distinguish operating revenue and expenses from nonoperating items. Operating
revenue and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongeing
operations. The only proprietary fund maintained is an Internal Service Fund that is
used to account for the financing of risk management services provided to other
funds on a cost reimbursement basis. The Intermal Service Fund maintained by the
School District includes transactions refated to the School District’s risk management
programs for health, dental, vision, and workers' compensation claims. All revetiue
and expenses not meeting this definition are reported as nonoperating revenue and
EXPEYISES.

The Schoo! District reports the following major governmental funds:

General Fund - The General Fund is the Schoo! District’s primary operating fund.
It accounts for 2l financial resources of the School District, except those required to
be accounted for in ancther fund.

2001 Capital Projects Fund - The 200{ Capital Projects Fund is used to record
bond proceeds or other revenue and the dishursement of resources specifically
designated for site repovations, upgrading technology district-wide, acquiring new
equipment, and for remodeling. The fund operates until the purpose for which it
was created is accomplished.

Additicnally, the School District reports the following fund types:

Special Revenue Funds - Special Revenue Funds are used to account for the
proceeds of specific revenue sources that are restricted to expenditure for specified
purposes. The Schooi District's Special Revenue Funds include the Food Services,
Athletics, Community Services, and Bookstore Funds.

Debt Service Funds - Debt Service Funds are used to record tax, interest, and
gther revenue for payment of interest, principal, and other expenditures on the
bond issues.

Lapital Projects Sinking Fund - The Capital Projects Sinking Fund is used to
record property tax revenues and the disbursement for costs related to capital
improvements throughout the School District.

Internal Service Fund - The Internal Service Fund accounts for risk management
services provided fo other departments of the School District on a cost-
reimbursement basis.
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Huron Valley Schools

Motes to Financial Statements
June 30, 2008

Note 1 - Summary of Significant Accounting Policies (Continued)

Agency Fund - The Schoo! District presently maintains zn Agency Fund to record
the transactions of student groups for schoo! and schocl-related purposes. The
funds are segregated and held in trust for the students.

Assets, Liabilities, and Net Assets or Equity

Cash and Investments - Cash and investments incude cash on hand, demand
deposits, and short-term investments with a maturity of three months or less when
acquired. Investments are stated at fair value,

Receivables and Payables - In general, cutstanding balances bevween funds are
reported as "due toffrom other funds.” Activities between funds that are
representztive of lendingfborrowing arrangements outstanding at the end of the
fiscal year are referred to as “advances toffrom other funds,”

All trade and property tax receivables are shown net of an allowance for
uncollectible amounts. The Schoeol District considers afl receivables to be fully
collactible; accordingly, no allowance for uncollectible amounts is recorded.
Property taxes are assessed as of December 3] and the related property taxes
become z lien on December | of the following year. These taxes are billed on July |
for 100 percent of the taxes. Taxes are considered delinquent on March | of the
following year. At this time, penalties and interest are assessed and the total
obligation is added to the county tax rolls.

Inventories and Prepaid Costs - Inventories are valued at cost, on a first-in, first-
out basis. Inventories of governmental funds are recorded as expenditures when
consumed rather than when purchased. United States Department of Agriculture
Commedities inventory received by the Food Services Fund is recorded as
expenditures when received; any remaining at year end is not included in the ending
inventory balance.

Restricted Assets - The unspent bond proceeds and related interest of the 2001
Capital Projects Funds require amounts to be set aside for construction. In addition,
monies received by the Sinking Fund are required to be spent on capital
improvements throughout the School District. These amounts have been classified
as restricted assets. '
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Huron Valley Schools

MNotes £o Financial Statements
June 30, 2008

Note 1 - Summary of Significant Accounting Policies {Continued)

Capital Assets - Capital assets, which indude land, buildings, equipment, and
vehicles, are reported in the applicable governmental column in the district-wide
financial statements. Capital assets are defined by the School District as assets with
an initial individual cost of more than $5,000 and an estimated useful life in excess of
five years. Surh assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donated capital assets are recorded at estimated fair
market value at the date of donation. Costs of normal repair 2nd maintenance that
do not add to the value or materially extend asset life are not capitalized. The
School District does not have infrastructure-type assets.

Buildings, equipment, and vehicles are depredated using the straight-line method
aver the following useful fves:

Buildings and building imprevements 20-50 years
Buses and other vehicles 8 years
Furniture and equipment 5-20 years

Compensated Absences - Vacation, Sick Leave, and Early Termination
Benefits - The liability for compensated absences reported in the district-wide
statemeants consists of earned but unused accumulated vacation, sick leave benefits,
severance pay, early retirement incentives, and other termination benefits. A liability
for these amounts is reported in governmental funds as it comes due for payment.
The lizbility has been calculated using the vesting method, in which leave amounts
for both employees who are currently eligible to receive termination payments and
other employees who are expected to become eligible in the future to receive such
payments upon termination are included.

A, lizbility for early termination benefits is reported in the district-wide statements.
The discounted present value of the expected future benefit payments using 2
discount factor of 4 percent approximates the actual liability at june 30, 2008. The
remaining early termination benefit consists of early retirement incentive cash
payments provided to two employees over 2 one-year pericd. The cost of the
obligation is reported in long-term debt.

Long-term Obligations - In the district-wide finandial statements, long-term debt
and other long-term obligations are reported as liabifities in the statement of net
assets. Bond premiums are deferred and amortized over the life of the bonds using
the effective interest method. Bonds payable are reported net of the applicable
bond premium or discount.
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Huron Valley Schools

e
Notes to Financial Statements

June 30, 2008

Note | - Summary of Significant Accounting Policies (Continued)

In the fund financial statements, governmental fund types recognize bond premiums
and discounts, as well as bond issuance costs, during the current period.

The face amount of debt issued is reported as other financing sources. Premiums
received on debt issuances are reported as other financing sources while discounts
are reported as other financing uses. Issuance costs are reported as debt service
expenditures.

Fund Equity - In the fund financial statements, governmentzl funds report
reservations of fund balance for amounts that are not available for appropriation or
are legally restricted by outside parties for use for 2 specific purpose. Designations
of fund balance represent management plans {or future operations.

Comparative Data/Reclassifications - Comparative datz is not induded in the
School District’s financial statements. Certain amounts presented in the prior year
data have been reclassified in order to be consistent with the current year's
presentatbon.

Note 1 = Stewardship, Compliance, and Accountability

Budgetary Information - Annual budgets are adopted on a basis consistent with
accounting principles generally accepted in the United States of America and state
law for the General Fund, Special Revenue Funds, Debt Service Funds, and Capital
Projects Funds. All annual appropriations lapse at fiscal year end.

The budget document presents information by fund, function, and cbject. The legal
level of budgetary control adopted by the governing body {i.e., the level at which
expenditures may not legally exceed appropriations) is the function level. State law
requires the School District to have its budget in place by July |. Expenditures in
excess of amounts budgeted are a viclation of Michigan law. State law permits
districts to amend their budgets during the year. The School District did not have
significant budget amendments during the year.

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g.,
purchase orders, contracts) outstanding at year end are reported as resepvations of
fund balances and do not constitute expendttures or fiabilities because the goods or
services have not been received as of year end; the commitments will be
reappropriated and honored during the subsequent year,

Excess of Expenditures Over Appropriations in Budgeted Funds - The School
District did not have an excess of expenditures over budget.
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Huron Valley Schools

Notes to Financial Statements
June 30, 2008

MNote 1 - Stewardship, Compliance, and Accountability (Continued)

Fund Deficits - The School District has accumulated fund balance deficis in the
Athletics and Community Services Funds of $23,730 and $136,474, respectively.

Capital Projects Fund Compliance - The Capital Projects Funds include capital
project activities funded with bonds issued after May |, 1994, For these capital
projects, the School District has complied with the applicable provisions of §1350a
of the State of Michigan's 5chool Code.

The Sinking Fund Capital Projects Fund records capital project activities funded with
Sinking Fund millage. For this fund, the Schoo! District has complied with the
applicable provisions of §1212(1) of the State of Michigan School Code.

Note 3 - Deposits and investments

State statutes and the School District’s investment policy authorize the School
District to make deposits in the accounts of federally insured banks, credit unions,
and savings and loan associations that have offices in Michigan. The Schoo! District is
allowed to invest in US. Treasury or agency obligations, LS. government
repurchase agreements, bankers’ acceptances, commercial paper rated prime at the
time of purchase that matures not more than 270 days after the date of purchase,
mutual funds, and investment pools that are composed of authorized Investmant
vehicles. The School District’s deposits are in accordance with statutory authority.

The School District has designated three banks for the deposit of its funds.

The School District’s cash and investments are subject to several types of risk, which
are exarnined in move detail below:

Custodial Credit Risk of Bank Deposits - Custodial credit risk is the risk that in
the event of a bank failure, the School District’s deposits may not be returned to it.
The School District’s investment policy requires that financial institutions be
evziuated and only those with an acceptable risk level are used for the School
District’s deposits for custodial credit risk. At year end, the School District’s deposit
balance of $5,565,5%1 had $5371,386 of bank deposits {checking and savings
accounts) that were uninsured and uncollateralized. The School District believes
that due to the dellar amounts of cash deposits and the limits of FDIC insurance, it is
irmpractical to insure all deposits. As a result, the School District evaluates each
financial institution with which it deposits funds and assesses the level of risk of each
institution; only those institutions with an acceptable estimated risk leve! are used as
depositories.
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Huron Valley Schools

MNotes to Financial Statements
June 30, 2008

Note 3 - Deposits and Investments (Continued)

Custodial Credit Risk of Investments - Custodial credit risk is the risk that, in the
event of the fallure of the counterparty, the School District will not be able to
recover the value of its investments or collateral securities that are in the possession
of an outside party. The School District’s policy for custodial credit risk states that
custedial credit risk will be minimized by limiting investments to the types of
securities allowed by state law, and by prequalifying the financial institutions,
brokerfdealers, intermediaries, 2nd advisors with which the School District will do
business using the criteria established in the investment policy. The School District
does not hold any uninsured and unregistered investment securities.

Interest Rate Risk - Interest rate risk is the risk that the value of investments will
decrease as a result of a rise in interest rates. The Schoo! District’s investment policy
does not restrict investrment maturities, other than commercial paper which can only
be purchased with a 270-day maturity. The School District's policy minimizes
interest rate risk by requiring the structuring of the investment portfolio so that
securities mature tc meet cash requirements for ongoing operations, thereby
avoiding the need to sell securities in the open market, investing operating funds
primarily in shorter-term securities, liquid asset funds, money market mutual funds,
or similar investment pools; and limiting the average maturity in accardance with the
Schoo! District’s cash requirements.

Credit Risk - State law limits investments in commercial paper to the top two
ratings issued by nationally recognized simtistical rating organizations. The 5chool
District’s investment policy does not further limit its investment choices.

At year end, the maturities of investments and the credit quality ratings of debt
securities are as follows:

Rating
Investment Fair Yalue Maturities Rating Organization
Municipal Investment Mot
Fund Plus $£15,725,000 Varies rated Not rated

Concentration of Credit Risk - The Schoot District places no limit on the amount
the School District may invest in any one issuer,

Foreign Currency Risk - Foreign currency risk is the risk that an investment
denominated in the currency of a foreign country could reduce its 1L5. dollar value
as 2 result of changes in forelgn currency exchange rates. Stare law and the School
District's palicy prohibit investmeant in foreign currency.
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Huron Valley Schools

Notes to Fnancial Statements
June 20, 2008

Note 4 - Receivables

Receivables as of year end for the School District’s individual major funds and non-

major and other funds in the aggregate, including the zpplicable allowances for
uncollectible accounts, are as follows:

General MNonmajor and  Internal Servica

Furd Crbar Funds Fund Total
Recelvables:
Arcounts $ 44502 ¢ 5% 3 i % 445 307
Interpovernmental 14,397 593 - - [4,397.593
Totzl receivables 14842 619 00 37e 14,843 495
Lesz allowance far uncallectiblo
amounts - - -
Met receivahblag 3154842619 % L1+ TR 376§ 14,843,495

Governmental funds report deferred revenue In connection with receivables for
revenue that is not considered to be available to liquidate liabilittes of the current
pericd. Governmental funds also defer revenue recognition in connection with
resources that have been received but not yet earned. At the end of the current
fiscal year, deferred revenue was as foilows:

Unavailable Unearpnad

Grant, categorical aid, and tuition payments received
prior to meeting al} eligibility requirements $ - § 1276080
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Huron Valley Schools

Notes to Fmancial Statements
June 30, 2008
Note 5 - Capital Assets

Capital asset activity of the School District's governmental activities was as follows:

Bakrca Babnce
Juby I, 2007 Reclassificatoms  Additians Dhspacale  [une 30, 2008

Capiral atcars nor batng deprecipled:

Land $  3BEFIN % - % - % P KLYk ]
Corserochon |a progress 49,778 (45778 105,544 - 105,548
Total capital assots nat beeng
depredated 3507.00% {45.778) 169, 546 - 3,966,777
Caplial asseis being depreciated:
Buitding ard bl ing imgprovements 249 906,034 - 3,703 £56 - 152,607,690
Barses and aher vehictes 6,554,257 - 7ol 765 1,547,050 5488 022
Forniture and AquipTent 50.626,583 - 1,133,162 . 51,759,745
Total capital assats being
depredated 307 086 B74 . 4617 583 1,847 000 31057 AST
Totat capital assets 310,993 483 (49.778) 4727129 147000 314.024,234
Arcurmarted deprssiatoon:
H-uik!in-\g and buitding improvements 58,514 454 - &, 749,079 - 65,173,553
Buscs and ather vahicdes 5045455 - 431,265 1647 000 3.B26.7%1
Furmiture and cquipment 3996446 | . 1537548 . 13,902,309
Subrotal 93,534,381 - 111802 [ 6 7 000 103,005,592
et cpital atsets baing dopredated 213,552 431 - (5, S0, 629) - 207045 Dhd
et governorental capital assots $ 2745950 % (45778 & (6391.0BY) % - & H1LmEsdl

Blepreciation expense was not charged to activities as the School District considers
its assets to impact multiple zctivities and allocatien is not practcal.

Construction Commitments - The School District has active construction projects
at year end. The projects include the 2001 bond issue. At year end, the School
District's commitments with contractors are as follows:

Remaining

Spent to Date  Commitment

2001 Bond issue $109596794 $ 2,257,895
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Huron Valley Schools

Notes to Finandal Statements

June 30, 2008
Note 6 - Interfund Receivables, Payables, and Transfers
The composition of interfund balances is as follows:
Fund Cus To (Recehablo)
Mormajor
General 2000 Capital  Governmental loeterreal Swsdent
Fund Due From {Payah!s) Fund  Propects Fusd Furds Sorvice Fund  Acuvity Furd Tertal
Goncral Fued 3 - % AWEIS 1 M0400 5 FOSF 5 wr4e0 § ZoS|GE3
2GMH Copleal Freqeces Fund - 47521 - - 7321
Monmajer governmental fuads B8 - I557a - - 64 457
Sresdesd Axtivity Furd - - I o o\ 162
Total $ IBBTY 3 4IRBIS $ 1L3349% 5 TOS% § SYSTOT b B 764859

Interfund balances represent routine and temporary cash flow assistance from the
Geaneral Fund until amounts are transferred from fund investment accounts.

Interfund Transfers

Transfers Ous

Nonmajor
General Governmental
Fund Funds Total
Transfers im:
General Fund $ - % 84016 & 84018
Nenmajer governmental funds 1,125,062 2,101,775 3226837
Total $1.125062 $ 2185791 $3.310853

Transfers from the Gensral Fund to the nonmajor governmental funds include
transfers of $281,869 and $843,193 to the Community Services and Athletics Funds,
respectively, to cover cutrent operating deficits.  In addition, transfers from the
nonmajor governmental funds to the General Fund represent charges for current
overhead costs.
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Huron Valley Schools

Notes to Finandal Statements
June 30, 2008

Note 7 = Long-term Debt

The School District issues bonds, notes, and other contractual commitments to
provide for the acquisition and construction of major capital facilities and the
acquisition of certain equipment. General obligation bonds are direct obligations and
pledge the full faith and credit of the Schoo! Districe. Other long-term obligations
include compensated absences, cfaims and judpments, termination benefits, and
certain risk liabilities.

Long-term obligation activity can be summarized as follows:

Beginning Ending e Within
Batarce Acditions Reductons Balance Orme Year
Govers mental Acthvities ]
Bords 5 I5336B (M 8§ 20195000 ¥ (32855800 § (40687563 F 10.020,35
Defarred intsrest paid to
S5Lrow IECRT {2.5013,723) (247 425 LR {2851, 196) {243 1304
Bssuanoe promivms 3,581,897 851 229 {298,055) 4137771 349,684
Taral bands payable 154 438,258 21,499 504 (32,983 684) 142,954,138 26912
Crber obiigations &,309,532 ITEIT {2,230,040) 4,116,204 1112473
Total povertumaoertal
Bl § 160747830 5 ZIS2T20 5 (RSFIE04) FOI4T.OT0A4T % 12,239,391

Annual debt service requirements to maturity for the above governmental bond
obligations are as follows:

Governmental Activities
Years Ending
June 30 Principal Interest Total

2009 $ 11020356 $ 9471828 $ 20492184
2010 7,534,120 9,361,224 16,895,344
2011 7,434,861 9,459 578 16,894,439
2012 _ 7,352,624 9,541,582 16,894,213
2013 2156577 7,739,217 16,895,794
20142018 45,252,288 39,221,856 84,474,144
2019-2023 32,771,737 20,935,751 53,707,488
20242028 21,145,000 2,301,900 23,446,500
Total § 141,667,563 $i08,032,943 $249,700,506
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Huron Valley Schools

MNotes to Financial Statements
june 30, 2008

Note 7 - Long-term Debt (Continued)

Governmental Activities

General obligation bonds consist of the following:

$29,730,107 1993 Refunding Capital Appreciation Bonds due in
annual installments of 31,076,577 to 31,865,358 through May |,
2020, interest ar &.40% to 6.65% 5 16,767 543

$103,900,000 of 2001 Building and Site Serial Bonds due in annual
installments of $3,150,000 to $3,500.000 through May |, 2012 and
annual installments of $755,000 to $5,250,000 from May 1, 202i
through May |, 2026; interest at 4.00% o 5.50% 40,030 000

£19,505,000 of 2003 Refunding Serfal Bonds due in annual
installments of $2,355 000 to $2,520,000 [rorm May 1, 2013 through
May I, 2020; interest at 5.2596 to 5.375% 19,505 000

$34,630.000 of 2005 Refunding Serial Bonds due in annuzl
installments of $125000 to $4,855,000 through May |, 2020;
interest at 3.00% 10 3009 34,255 000

$10,000,000 of 2006 Refunding Serial Bonds due in two installments
of $4.600000, and $5.315000 on May [, 2026 and 2027,
respecrively; interest at 4.00% 9,915,000
321,195,000 of 2008 Refunding Serfal Bonds due in in annual
installments of 3460000 to $5.880,000 through May [, 2019
interest at 3.00% to 4.25% 21,195.000

Total bonded debt ' b 141,667 563

Other governmental activities long-term obligations indude the following:

Employee-compensated absences % 1,450,852
Early retirement incentive obligation 579,032
Accreted interest on capital appreciation bonds [,572,165
Self-insurance and other risk liabilities 514,160

Total $ 4,116,209
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Note 7 - Long-term Debt (Continued)

Advance and Current Refundings - Curing the year, the School District issued
$21,195,000 in general obligation bonds with an average interest rate of 3.9 percent.
The proceeds of these bonds were used to advance refund $24,580,000 of
outstanding 1998 Building and Site Serial Bonds with an average interest rate of 4.9
percent. The net proceeds of $21,802,425, along with existing funds of $3,325,000
from its Debt Service Fund {after payment of $244,504 in underwriting fees,
insurance, and other issuance costs), were used to purchase US. government
securities and were deposited in an irrevocable trust with an escrow agent to
provide for two future debt service payments on the original bonds, As a result, the
bonds are considered to be defeased and the liability for the bonds has been
removed from the Schoo! District's long-term obligations. The advance refunding
decreased total debt service payments by $3,324,312, which represents an
economic gain of approximately $1, 158,000,

In pricr years, the School District defeased certain bonds by pladng the proceeds of
new bonds in an irrevocable trust to provide for all future debt service payments an
the old bonds. Accordingly, the trust accounts assets and labilides for the defeased
bonds are not included in the basic financial statements. At lune 30, 2008,
approximately $1 15,300,000 of bonds outstanding are considered defeased.

Note 8 - Restricted Assets
The balances of the restricted asset aceounts zre as follows:

Governmental
Activities

Unspent bond proceeds, sinking fund millage, and related interest:

2001 Capital Projects Fund 3 3062490
Sinking Fund 1,979,865
Total restricted assets $ 5042355
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MNote 9 = Risk Management

The School District is exposed to various risks of loss related to property toss, torts,
errors and ormnissions, and emplayee injuries {workers’ compensation}, as well as
medical benefits provided to employees. The School District has purchased
commercial insurance for property loss, general liability, and health benefit claims for
certain employees. The School District is self-insured for dental, vision, and
workers’ compensation claims.

Beginning January |, 2006, the Scheol District became self-insured for health
bensfits for certain employse groups. Settled claims refating to the commerdal
insurance have not exceeded the amount of insurance coverage in any of the past
three fiscal years.

During the 2006-2007 fiscal year, claims assocated with the employee groups
included in the self-insurance health benefits increased sharply. The School District
decided to move those groups into commercial health benefit companies. While the
groups’ self-funded benefits ended during the 2006-2007 fiscal year, the “run out”
period of claims extended three manths past the end date for the self-insured health
benefits. The last group’s "run out” period ended August |, 2007. Amounts for
claims unt] that date have been induded on the School District's estimated liability
below for 2007,

The School District estimates the liability for health, dental, vision, and workers’
compensation <laims that have been incurred through the end of the fiscal year,
including both those claims that have been reported as well as those that have not
yet been reported. These estimates for hezlth {recorded in 2007 only}, dental, and
visicn are recorded in the Internal Service Fund, which is part of the government-
wide financial statements. The estimated liability for workers’ compensation daims
is included in the government-wide financial statements only. Changes in the
estimated fiability for the past two fiscal years were as follows:

2008 2007
Estimated liability - Beginning of year $ 1083084 $ 1232577
Estimated claims incurred - Including changes in
estimates 822,143 3,903,863
Claim payments 1357522 4048356
Estimated Hability - End of year $ 552,705 $ 1,088,084
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Note 10 - Defined Benefit Pension Plan and Postemployment Benefits

Plan Description - The School District participates in the Michigan Public School
Employees’ Retiremant System (MP3ERS), a statewide, cost-sharing, multiple-
employer defined benefit public employee retirement system governed by the
State of Michigan that covers substantially all employees of the Schoo! District. The
system provides retirement, surviver, and disability benefits to plan members and
their beneficiaries. The system also provides postemployment healthcare benefits
to retirees and benefidaries who elect to receive those benefits.

The Michigan Public School Employees’ Retirement System issues a publicly
available financial report that includes financial statements and required
supplementary information for the pension and postemployrent healthcare plans.
That report is available on the web at http:ffwww michigan. govforsschools, or by
writing to the Office of Retirerment Systern at 7150 Harris Drive, P.O. Box 30171,
Lansing MI 48309,

Pension Benefits - Employer contributions to the pension system result from the
implementing effects of the Schoo! Finance Reform Act, Under these procedures,
each schoo! district is required to contribute the full actuarial funding contribution
amount to fund pension benefits The employer contribution rate was
V1,19 percent of covered payroll for the period from July [, 2007 through
Septermnber 30, 2007 and 10.17 percent for the period from October |, 2007
through June 30, 2008, Basic plan members make no contributions, but member
investment plan members contribute at rates ranging from 3 percent t0 4.3 percent
of gross wages. The School District’s required and actual contributions te the plan
for the years ended June 30, 2008, 2007, and 2006 were $5,60%,847, $6,05%,980,
and $5.262,282, respectively.

Postemployment Benefits - Under the MPSERS Act, all retirees participating in
the MP5ERS pension plan have the option of continuing health, dental, and vision
coverage through MPSERS. Retirees electing this coverage contribute an amount
equivalent to the monthly cost for Part B Medicare and |13 percent of the monthly
premium amount for the health, dental, and vision coverage at the time of receiving
the benefits. The MPSERS board of trustees annually sets the employer
contribution rate to fund the benefits on a pay-as-you-go basis. Participating
employers are required to contribute at that rate. The employer contribution rate
was 6.55 percent of covered payroll for the peried from July |, 2007 through
September 30, 2007 and 6.55 percent for the pericd from October |, 2007
through June 30, 2008. The School District’s required and actual contributions to
the plan for retiree healthcare benefits for the years ended |une 30, 2008, 2007,
and 2006 wera $3,535,296, $3.668,982, and $3,636,968, respectively.
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Note 11 - Contingent Liabilities

The School District is involved with severzl daims refated to contractors’ work
with completed and on-going construction activities. While the contractors are
seeking settlements of up to $4.7 million, the School District believes that the
addidonal amounts are not due but were part of the original contract price. As a
resolution is ot clear at this time, no liability has been recorded for these amounts.

e
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Required Supplementary Information
Budgetary Comparison Schedule
General Fund

Year Ended June 30, 2008

Origiral Firal Cheer (Under)
Budger Budgat Atz Firial Budget
Rewarwe
Local sources 3 2340253 % 1240061 5 13431440 % 30816
Stare soyrces 80,743,221 68,534,023 68,518,182 (375,841}
Fedard sources 25000 25,000 14,22% (TN
Interdéstrict sources F.5M 653 7673 807 8,148 858 475,451
Tota revenue 90699127 89,933 454 S0, 012,709 179,255
Expenditures
[nstrusction:
Basic programs 49,855,323 41,692 408 41,401,506 {290.902)
Added neads £.040.451 &,001,581 5912076 (82,505}
Adfult and comtinuing educatian 137,914 145,105 ¥3.749 (45,358}
Capital outlsy 57,700 £ 20,052 128,811 8,759
Support services:
Pupil FBTe57T 7331573 7170865 (161 163
trstructional stall 3,520,102 3,589,006 3,229,209 {355,797)
General adminisoration Bl4,393 B13,947 9360562 122,135
Schoo] agnmnistration 5275827 5,609,630 5,784 053 174,443
Bursirress services 1,553,311 | 449 823 1,352,113 2710
Cperations 15,275,800 1§, 312036 [ 147,188 (164.8483)
Transporiation and matntenance F 2T 082 6,598, 185 bEle 116 17.93)
Central 2AFLTAZ 2,404 H¥? 2,599 694 195,485
Capital cutfay 197,379 1,018,686 L7207 H,521
Comrnurnity services:
Community services 1,252,138 230437 187 492 42,935)
Capital cutlay 1918 ER-IE. - {3.918)
Facilities - Schood impravement 4476 4476 - {4.475)
Irerdistrict dugticn 2004000 1,915,351 1,106,183 190,032
Subtotal expenditures B9 975,383 99,240,361 89,787,334 (452.427)
Other Financing Sources (Usas)
Cperating trarsfers in 55,683 58 BOF 84 016 5209
Ciparating transfers out {742,224) (0,163,097 (1012420 0,570
Proceeds from sale of fiked azsets 5000 5,000 37318 12,338
Tutal other financing uses (6E1,541) {1,03% 250} (501,083) 138,207
Tota! axpanditures (30656924 (912794651} (80,689,010 591,634
Met Changa in Fund Balance 42,203 (1,346,197} {576,308} 769,889
Fund Balance - July i, 2007 14.821,602 14821642 14,82) 642 -
Fund Balance - june 30, 2008 $ 14863845 § 13475445 $ 14245314 § 749,889
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Huron Valley Schools

Other Supplementary Information
Combining Statement of Revenue and Expenditures
General Fund
June 30, 2008
Combined
General Fund AW + Crants Geperal Fund
Reavenua
Lecal sauroes 13,431,440 % 28200 % 4316 % 13,481,955
State sources 64,518,182 - 80,354 69 331 535
Faderal sources 14 229 - 4,002 490 4015719
Interdistrict sources B, 148,858 339,040 T2951 9270 B4%
Total revanue SO.12,70% 075,250 4504 111 %6.092,670
Expandituras
Instruction:
Basic programs 41,401,506 451,360 294,286 42,149,152
Added needs 5912,076 - 2,785 044 8,701,120
Adufr and continuing education 99,749 - 15,509 114,758
Capttal cutlay 128811 49973 - 178 804
Tetal instroction 47,542,142 501,353 1,180,339 SI 43834
Support sarvices; .
Pupi! T AT0M465 84,862 156081 8,311,408
Instructiona! staff 3,209,209 1093 442 311 34674612
Goneral acministration S38,062 - 132,186 1 068,248
Echool administration 5,784,063 120,784 - 5904 Ba47
Business servires 1,352,013 - - 1,352,113
Cpermions/Mairranance L1 147,188 - - 1,147,188
Transpartation 6616114 72 1.934 &418,812
Central 2590 £94 1,344 195 2,603,992
Capital autlay 1,017,207 5,608 49,1327 1,171,942
Total suppant serwoes IWEEZIIT 216462 1564553 4,853,173
Community services 187 492 6,597 194,039
Irterdistrict trrkat 2,005,183 - - 2,106,183
Total expenditures 89.787.934 717816 4,721,479 95, 297,219
Other Finandrg Sources {Usas)
Oparating wanders in B4.016 - - 84016
Operating transfars ot EL012427 (112,635} (1 125062)
Proceed: from sale of fed assets 17,338 - 27,328
Total other financing uses (30 ,083) - £112,635) (LEI3TIE)
Total expendiares and other
financing uses HLBT017 717 81& 45904114 96310947
Excess of Revernuer Over (Under) Expenditures {574,308} 357414 {1} (214,877

* 1AW = International Academy Yest

42



Huron Valley Schools

Special Revenue Funds Dbt Service Funds
Food Cornmuntty
Senvices Adhletics Sarvices Boakstora i¥93 19%6
Aszzcts
Cach and cash aquivalants $ L11 I ] - % 34676 % - % 323679 §
Recewables - Mat S0E - - - -
Due from other funds 68,845 56,942 203,843 59, 15% 12007
Inwentories |74 924 - - - -
Restricted assets - - - - -
Total assaks $ 244,805 % 56942 % 207519 $ 49,169 $ 415486 $ -

Liakilities and Fund Balances {Deficits}

Liabilithas
Accounts payable i 337 % &40311 % 110537 % 1E5F % - i
Accrued payroll and other liakilities 35,238 16641 80,971 - -
Construction cantracts payable - - - - -
Due to ather funds - - - - -
Daferred revanua 2029 - 152,145 - -
Total Tabilbies &0,738 8672 333,993 1657 -
Fund Balances {Doficts}
Raserved:
Inventerios 174,924 . . - -
Capital projects - - - - -
Dehbt service - - . - 415,686
Lfarasermed - Undesipnated, repartad
in Speoia! Revenue Funds *.147 (23, 730) (136474} 47512 -
Tostal furd balances {defiats) 184,671 (23.730) (136474} 47512 435 686

Total liabilties anpd
fund balances {defcks) $ 24480 % 56,94 % ZOT519 § 49,149 % 4354586 % -
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Combining Balance Sheet
Nonmajor Governmental Funds
June 30, 2008
Capital Propeers
Cebt Sarvice Funds Furd
1998 it HO3 FiLE 2006 Sinking Fund Toet
$ 67957 3 &42,74B § 150946 $ 266474 § V14767 § - % 1570747
- - - - - . 500
163 04 135,83 1 17.B&0 EL I F1 17810 339622 1.313 49%
- - - - . . 174,924
- - - - - 1,973 865 1,972 865

$ 237,051 $ TAXATR S 25BR06 $ 04510 & F3I2STT 4 2319487 § 5039535

£ 3500 % - % S - % - % 414904 % 598,330
- . . - - - 132,900

- - - - - 7416 7 Al
£4,457 . y y - - 84,457
- - - - - . 174,174
67,957 - - - - §22,320 977,337
- . . - - - 174,924

- - - - - 1897167 LBFT NEF
169,094 7821579 260,806 4910 132,577 - 2003 652
. . . . - - {103,545}
163,094 782579  26RADE 304,919 132,577 1897167 4062,198

$ 237051 § TELEITY $ 268806 % IMHI0 % 13ZE?T § 2319487 § 5,039,535
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Speceal Revenue Funds Babt Service
Fend O ANty
Sepvlpas Athlats Services Bockstora 1993 1995

Reveium

Sales § 1696917 % - % - % 75657 % - % -

Adnsehans, aetivity titkets, and pay-to-panticpate - 436,057 - - - -

Tuition . 2,040,107 - - -

Stata sovroes 166 515 . - - . _

Federal souroes o427 - - - - -

Cusrent proporty tex lewy - - - - 5385145 1,835

Ifvestment Econe - - - - 136,620 22505

Total roverus 1815859 416,05F FAL A ] LR -EY 5520765 24,740

E "

Salarips:

Adminisration - 202651 - -

Feed services 973,205 . - -

Instrucnars, cozckes, ather - 391992 1,023,765 - . -
Empicyes benslits 424,184 202,289 IITAE - - -
Purchased services 21035 EFIEER B0, 308 - -

Supplies and makerals

Food 1,093,732 . - - -

Other 245 346 96,810 100,197 . . .
Catheer - - 18,711 52417 - -

Crebr service: '

Bond redemprien - - - . [N | .

Scivool boad loan fund payment - - - - - -

Inceres - - - . 3,195,435 .

Onher - - - - 525 -
Capltal cuthey 10,558 - 13,217 . - -

Tom! exxpendlbures 2,769,067 1,223,388 2519655 &2.417 5,085 525 -
Excess of Revenuw Over (Undar) Expenditures 46,792 (FE2331 {379 4841 6,240 436,240 24,740
Other Anancing Souroes Tzes)
Proceads from debt issuance - - - . - -
Payment to esorow agent - - - . - -
Fayment of bond suance fee - - - - - -
Transfors in - B4, 93 28| 86T - - -
Translers oot - {55,862 {28,154 - [297.8B0) (571096}
Torsl oiher firancing sources {uses) - TAZINL _ 25LTIS - [(397.860) (571096
Het Chargs in Fund Bafances {Daficiss) 46,192 . [12%.76% £,240 | 38,3640 (S5, 356)
Fund Balanres {Deficits) - Beginnlag of year 132,279 (23,7380 {10,705} 41,272 297,326 e LT
Furd Balarces {Deficits) - End of vear % IBd0T1 % {211,730) § (136474) § 4751 % d35626 % -
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Other Supplementary Information

Combining Statement of Revenue, Expenditures, and
Changes in Fund Balances (Deficits)

Nonmajor Governmental Funds

Year Ended June 30, 2008

Capital Projects
Fuvits Erobt Sorvhoe Funds Fuewd

1998 2001 2003 005 2004 Sinking Fund TFoend
b3 - - 5 - - ¥ - 3 - 3 1771574
- . . - 435 057
- - - - - - 2040070
. - - - - - 156,515
- - - - - - 952,427
4824915 &, 163 987 1137732 2.021.051 532407 2754200 23021 372
102,434 137,209 24,140 45 B34 11126 112.496 592676
4 977,349 &,500, 196 1161872 2,065,885 542,533 2 856,608 29081692
- - - - - - 02566
- - - - - - 973, 105
- . - - - - 1415758
_ - - - - 949,93 |
. - - - - - 1,390,977
- - - - - - 1.093,739
- - - - - - 441 353
- - - - - - 83,123
1,070,000 3, 150,000 - 135,000 85,000 - 8,315 561
7617 024,004 P30 445 1,704,722 199,656 - 8975933
k{r 4] 150 251 126 115 - 1777
- - . - 3331412 3,355,387
3 TBT 927 5,274,254 | 030,695 1,829 948 284,521 3331612 27206410
112422 | 226942 131,176 236917 258412 (465,004 | 875,282
22,086,529 - - - - - 22,046,923
{15,127 425) . - - - (35,127 425)
{294.504) - - - . (244,504
210,775 - - - - - 1216837
{661 871 { H60,896) (282,997} (126.035) - (2185720
(1L723.32%) (661871 _ [l&0.895) (282,997 (r26035 - (2,283 454
{&3,807) 555,071 (29,7200 (47,0609 132577 (465, 004 (408,72
252 BYF 117,508 A98.5 2 51,270 - FRLrA Ll A Av0 B
$ I60%C 4 TA2ZSTY 5 68606 5 304910 0§ IIASVV 5 LAWTIGT 5 4062,19B
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1993 Refunding 2001 Building

Other Supplemental Information
Schedule of Bonded Indebtedness
Jurne 30, 2008

2003 Refunding 2805 Refunding

2006 Refunding 2008 Refunding

Bonds and Site Bonde Bands Bonds Bond: Bonds
lune 30 Principal Principal Principal Principal Principal Principal
2009 $ 1885356 & 3150080 % - % 125000 % - $ 5880000
2014 1,844,120 3,225,080 - 130,000 2,335,000
2011 1,819,861 3,350,000 - 136,300 2,135,600
2012 1,792,624 3,500,080 - 136,000 1,930,600
2013 LOTa.577 - 2,520,008 3,650,000 1,510,600
2004 1,103,928 2,495 0080 3813000 1,745,600
2015 1,148,772 2,475 0G0 3,565,000 - 555,000
2006 [,182,742 2,450,000 4,115,000 1,348,000
W7 1197933 2,430,000 4,265 600 1,095 600
20618 1,222,913 - 2,400,080 o 440, GO 816,000
2619 1,244,354 2,384,080 4,640,600 450,000
2020 1,262,383 - 2,355,020 & BEE D00 -
2031 - 5125800 - - -
2072 - 5,225,000 -
2023 52235000 -
2024 5,225,000 - - -
2025 5,250,000 -
2626 755,000 - 4,600,000 -
2017 - - 5315000
Total $16767.562 % 40,030,006 § 19505000 % 34255000 $ 9,915000 $ 21,195000
Principal payments due May | May | May | May | May | May |
interest payments due May 1 and tay | and May | and iay | and ay 1 and
May | MNovember | Movember | Movembar | Mevemnbear | Meovemnber |
Interest rate 6.40% to 4.00% to 5.25% to 1.80% o 1.80% 1o
£.65% 5.50% 5375% 5009 4.50% 4.35%
Criginal issue $29.730,107  $103,900.000 $ 193505000 % 34,630,000 % 10,000,000 % ZI,195,000
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Independent Auditor's Report

To the Board of Eduration
Huron Valley Schools

We have audited the finandal statements of the governmental activities, each major fund, and
the aggregate remaining fund information of Huron Valley Schools as of and for the year endad
June 30, 2008, which collectively comprise Huron Valley Schools' basic financial statements, and
have issued our report thereon dated October 8, 2008, Those basic financial statements are the
respansibility of the management of Huron Valley Schools. Our responsibility was to express
opinicns on those basic financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of Americe and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptreller General of the United States. Those standards
require that we plan and perform the audit to obtain reascnable assurance about whether the
basic financial statements are free of material misstatement. An zudit includes examining, on 2
test basis, evidence supporting the amounts and disclosures in the basic financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. Ve believe that
<ur audit provides a reasonable basis {or our opinion.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
of Huron Valley Schools taken as a whole, The accompanying schedule of expenditures of
federal awards is presented for the purpose of additional analysis and is not a2 required part of
the basic financial statements. The information in this schedule has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is
fairly stated in all material respects in relation to the basic financial statements taken as 2 whole.
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Report on Intermal Control Over Financial Reporting and on Compliance
and Other Matvers Based on an Audit of Finandal Statements
Performed in Accordance with Governmeant Auditing Standards

To the Board of Education
Huron Valley Schools

We have audited the financial statements of the governmental activities, each major fund, and
the aggregate rematning fund information of Huron Valley Schools as of and for the year ended
June 30, 2008, which collectively comprise Huron Valley Schools’ basic financial statements, and
have issued our report thereon dated Cctober 8, 2008. We conducted our audit in accordance
with auditing standards generally accepted in the United States of America and the standards
applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States.

Internral Control Over Financial Reporting

In planning and performing our audit, we considered Huron Valley Schoels' internal contrel over
financial reporting as 2 basis for designing our auditing procedures for the purpose of expressing
our opirions on the financial statements, but not for the purpose of expressing an opinion on the
effectiveness of Huron Valley Schocls’ internal control over financial reparting.  Accordingly, we
do not express an opinion on the effectiveness of Huron Valley Schools’ internal contral over
financial reporting,

Cur consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
internal contrel that might be significant deficiencies or materfal weaknesses. However, as
distussed below, we identified a certain deficiency in internal contrel over financial reporting
that we consider to be a significant deficiency.

A control deficiency exists when the design or operation of a2 control deoes not allow
management or employees, in the normal course of performing their assipned functions, to
prevent or detect misstatements on a timely basis. A significant deficiency is 2 control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
initiate, authorize, record, process or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likethood that a
misstatement of the entity's financial statements that is more than incensequential will net be
prevented or detected by the entity’s internal controls. We consider the control deficiency
described in the accompanying schedule of findings and questioned costs as item 2008-1 to be 2
significant deficiency in internal control over financial reporting.
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To the Board of Education
Huron Yalley Schools

A material weakness is a significant deficiency, or combination of significant deficiendies, that
resuits in more than a remote likelihood that 2 material misstatemant of the financial statements
will not be prevented or detected by the entity’s internal control. Qur consideration of the
internal control over financial reporting was for the fimited purpose described in the first
paragraph of this section and would not necessarily identify all deficiencies in the internal control
that might be significant deficiencies and, accordingly, would not necessarily disclose all
significant deficiencies that are also considered to be material weaknesses. However, we believe
the significant deficiency described above is not 2 material weakness.

Compliance and Other Matters

As part of cbtaining reasonable assurance about whether Huron Valley Schools’ finzncial
statements are free of material misstaternent, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
<ould have a direct and material effect on the determination of financial statement amounts.
However, providing an opinton on compliance with those provisions was not an objective of our
audit and, accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are reguired to be reported under Government
Auditing Standards. We noted certaim matters that we reported to the management of Huron
Yalley Schoals in 2 separate letrer dated October 8, 2008.

Huron Valley Schools’ response to the significant deficiencies and findings relating to compliance
and other matters identified in our audit and described in the accomparnying schedule of findings
and guesticned costs has not baen subjected to the auditing procedures applied in the audit of
the financial statements and, accordingly, we express no apinion on it.

This report is intended solely for the information and use of the Board of Educaten,

management, and federal and pass-through awarding agencies and is not intended to be and
should not be used by anyone other than these specified parties,

74415, f M, PLee

Qctober 8, 2008
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Report on Compliance with Requirements Applicable to Each Major Program
and on Internal Control Over Compliance in Accardance with OMB Circular A-133

To the Board of Education
Huren Yalley Schoofs

Compliance

We have audited the compliance of Hurcon Valley Schocls with the types of compliance
requirements described in the U.5. Office of Management and Budget {OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the year
ended June 30, 2008. The major federal programs of Huron Valley Schools are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable
to each of its major federal programs is the responsibility of Huron Valley Schools’ management.
QOur respensibility is to express an opinton on Huren Valley Schools’ compliance based on our
audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America, the standards applicable to financial audits contzined in
Government Auditing Stendards, issued by the Comptroller General of the United States; and
OMB Circular A-133, Aodits of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular A-i33 reguire that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have 2 direct and material effect on a major federal program
cccurred.  An audit includes examining, on a test basis, evidence about Huron Valley Schaols’
compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination on Huron Valley Schools' compliance
with those requirements.

in our opinicn, Huron Valley Schools complied, in all material respects, with the regquirements
referred to above that are applicable to each of its major federal programs for the year ended
June 30, 2008,

Praxity :
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To the Board of Education
Huren Valley Schools

Internal Control Over Compliance

The management of Huron Valley Schools is responsible for establishing and maintaining
effective internal control over compliance with the requirements of faws, regulations, contracts,
and grants applicable to federal programs. In planning and performing our audit, we considered
Huron Valley Schools’ internal control over compliance with the requirements that could have a
direct and material effect on a major federal program in order to determine our auditing
procedures for the purpose of expressing our opinion on compliance, but not for the purpose of
expressing an opinion on the effectiveness of internal control over compliance. Accordingly, we
do not express an opinion on the effectivenass of the entity’s internal control over compliance.

A control deficiency in an entity’s internal control over compliance exists when the design or
cperation of a control dees not allow management or employees, in the normal course of
performing their assigned funcdons, to prevent or detect noncompliance with a2 type of
compliance requirement of a federal program on a timely basis. A significant deficency is a
contrel deficiency, or combination of control defidencies, that adversely affects the entity's
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity's internal control,

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote fikelihood that material noncompliance with a type of compliance
requirement of a federal program will not be prevented or detected by the entity’s internal
control.

Our consideration of internal contral over compliance was for the limited purpose described in
the first paragraph of this section and would not necessarily identify all deficiencies in internal
control that might be significant deficiencies or material weaknesses. We did not identify any
deficiencies in internal control over compliance that we consider to be material weaknesses, as
defined above.

This report is intended solely for the information and use of the Board of Education,
management, and federal and pass-through awarding agencies is not intended to be and should
not be used by anyone other than these specified parties.

%ﬁ, f 7/?:4.«—/, PLLC

Cctober 8, 2008



Huron Valley Schools

Approved  {Memo Onlyd
CEDA Awards Prior Years
Program Title/Preject Momber MNumber Arerse Rt Expenditures
Clusters:
Child Munrition Clusver - ULS. Departmerne of Agricubkure - Passed
through the Michigan Departrment of Edocation:
Mational School Breakfast Program - 2067-2008 10353 % 150,367 % -
Mational School Lunch Program - 2007-2008 J0.555 HHO 492 -
Torad Child Mutrition Cluszer 830.85% -
Spacial Education Cluster - 1.5, Departrment of Education:
Passed throuph the Oakfand County 15D B4 027
IEEA;
Project number 060458 2045717 2,045 717
Project number 070450 2,042,974 1,854 874
Project number 080450 2075466 -
Towa! [DEA &, 164,157 3,940,591
Preschoaol Incentive: 84173
Froject number 070460 91,294 86056
Project numbar 0B0460 89 569 -
Total Preschool Incantive 180,863 B 056
5pEd MiniGrants - Positive Behavior Support Initiative B4.027A ELY -
Passed through the Michigan Departrent of Education -
SpEd MiniGrants - Senvice Provider Sefl Review B4.02TA 5,500 5,500
Total Spacial Education Cluster 6,330,870 4032147
Medicaid Cluster - LLS. Department of Health and Human Services -
Paszed through the Cakland IS0 - Medicaid Outreach 93.778 14,220 -
Cther federal awards:
L).5. Dreparement of Education:.
Smaller Learning Cammunity 24,2151 380,000 173,204
Fassed thraugh the Michigan Department of Education:
Title i 84010
Project number G711 530/0607 regular 842 604 &§77.200
Project number G81530/GT08 regelar J.130. 569 -
Total Tide | 1,973,173 &F7 3200
See Motes to Schedule of Expenditures 6

of Federal Awards,



Schedule of Expenditures of Federal Awards

Year Ended June 30, 2008

Federal Fundsf
Accrued Payments Accrued
Revenue zz  Adjustments in-kind Revenue at
luly 1, 2007 and Transfers  Received  Expenditures  June 30, 2008
§ - & - % 50367 % 150,367 $
- 680,492 680,492
- - B30,859 830,859
4,309 - 4,309 - -
793519 219,119 148, 100 13500
- - 1.299.818 1.595.9%4 8%6,178
797,828 - 2023244 2,144 094 S1867R
26,902 - 28,263 5,238 1877
- - 50.456% B5.453 34,984
26,902 - 78,732 20691 38.851
- 350 350
2,200 5500 -
830,230 - 2,107,826 2,235,135 957539
- 6,496 14,23G 7,734
7565 - 92958 85,297 3,305
252018 4B 78T o6, 749 -
. 773,954 956,567 182611
252818 1,122,723 1053315 182611



Huron Valley Schools

Approved  (Memo QOnly)

CFDA Awards Prior Years
Program Titde/Project Mumber Murmber Arnount Expenditures
Other federal awards (Contnued):
ULS. Deparrment of Edugation {Corminued):
Passed through the Michigan Brepartment of Education {Continued):
Tide ¥: . 84298
Project number J60250/0506 Title ¥, Part A innovative Programs % 4377 % 4377
Project number BRO2SO/O708 Title V, Part A Innavative Pragrams 4,342 -
Total Tide V 8,719 4377
Safe zpd Drug-free Schools and Communites: 84185
Project number 862860/0506 _ . 42,753 42,753
Project number 07 2850/0607 32464 24,623
Project number DEZEA0/G708 35,300 -
Total Safe and Drug-free Schools and Communities G517 67,376
Title N; B4 367
Part A - Project number 7052000607 288,330 277,16
Part A - Project number 0805203708 297.53¢% -
Total Title II, Part A 585 865 277116
Adult Education: 840024,
Project number OF1 130710307 26,600 26,680
Froject number 081 | 307810307 27,0600 -
Total Aduk Education 53,600 26,600
Technology Literscy Challenge:
Project nurber 0642300607 83318 13811 13,644
Project number 0842330708 18,5460 -
Total Tachnology Literacy Challenge ' 32,351 13,644
Teotal noncluster programs passed through the

Michigan Drepartment of Education 2,764 279 1,066,313

See Notes to Schedule of Expenditures B
of Federal Awards.



Schedule of Expeniitures of Federal Awards (Continued)
Year Ended June 30, 2008

Faderal Fundsf
Accruad Payments Accrued
Revenue at  Adjustroents tn-kind Revenue at

Juby , 2007 and Transfers  Received Expenditures  lune 30, 2008

% 77 % - % 708 - % .

- - 1972 3,284 1.212

77 - 2,049 3,284 1,312
3,591 - 3,59i - -
5,136 - 6,597 7.841 6,380

; - 12,639 25,910 13,271
8,727 - 22827 33,751 19,651

107,572 . 118,786 11,214 -

- - 193,899 259,870 65,971
107,572 . 312685 271 084 65,971
8,148 - 8,148 - -

- - 13,057 19,388 6,329
8148 - 21,205 19,386 6,329
6,457 - 6,457 - .

- 18,219 10.219 -
6,457 - 16,676 10,219 -

392,999 - ) 498,165 1,391,040 275,874



Huron Valley Schools

Approved  (Memo Only)

CFDA Avwards Prior Years
Program Tide/Project Mumber BNunther Ammount  Expenditures
Crther federal awards {Continued):
L).5. Department of Education {Contimued);
Paszed through the Dakland County 15D - Yocational Education
Basic Grants to States (Perkins i}, 84.048A
Project number 073520/4012-18 ] 78580 § 78580
Froject number 0835200401 2-78 8921 -
Toral noncluster programs passed through the
Caldand County 15D 570804 V8,580
Total US. Department of Education noncluster
programs 2932033 1,144,893
U5, Department of Agriculture - Passed thraugh the Michigan
Drepartient of Education
Food Distribution: 10,558
Entitlernent commodites 2007-2008 V21,63% -
Bonue cammodities 2007-2008 529 -
Total LS. Department of Education nonchuster
programs 121,568 -
Fresh Fruit Vegetable Program - Project number 9849 1/064%1 10.582 138,295 9,042
Total LLS. Departraent of Agriculiure - Passed thraugh the
Michizan Drepartment of Edumation 259 BR3 91,042
LLS. Departenent of Health and Humian Sarvices - Passed throwgh
the Oaldand Livingston Human 3ervice Agency - Head St 93.600
Praject number COD H307 32 1493 876 123,762
Project number CDD HS08 G112 195,875 -
Total U5, Department of Health and Human Services
noncluster pragrams 391,752 123,760
Teotal federal awards $I11,079.607 45565046

See Motes 1o Schedule of Expenditures I
of Federal Awards.



Schedule of Expenditures of Federal Awards (Continued)
Year Ended June 30, 2008

Federal Funds/
Accrued Payments Accrued
Revenueat  Adjustments In-kind Revenue at

July I, 2807 and Trapsfers  Received  Expendiures  Jume 30, 2008

$ 75547 § - % 75542 % - % -
- 21,213 89 774 £8.60]
75.542 - 96,765 89,224 &8 001
458 541 - 1,594,930 | 480,264 343,875
- 21,039 121,039 .
519 c2% -
- 121,568 121 S&8 -

49,377 - 49377 -
49 377 . | 73,945 121,568 -
62,687 - 134,800 72,116 -
- 27384 125 677 98,293
62,687 - 162,187 197,793 98,293

$1,408401 % - 54966201 $4.989,146 § 1,411,346




Huron Valley Schools

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 2008

Note | = Significant Accounting Policies

The accompanying schedule of expenditures of federal awards includes the federal
grant activity of Huron Valley Schocls and is presented on the same basis of
accounting as the basic financizl statements. The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the
preparation of, the basic financial statements.

Note 2 = Noncash Assistance

The value of the noncash assistance received was determined in accordance with the
provisions of OMB Circular A-133.

Note 3 - Grant Section Auditor's Report

Management has utilized Form R-7120 and the cash management system (CMS)
grant auditor report in preparing the schedule of expenditures of federal awards.
Unreconciled differences, if any, have been disclosed to the auditor.



Huron Valiey Schools

Schedule of Findings and Questioned Costs
Year Ended june 30, 2008

Section [ - Summary of Auditor's Results

Financial Statemants

Type of auditor's report issued: Ungualified
Internal control over financial reporting:

*  Material weakness{es) identified? Yes X Mo

= Significant deficiency{ies) identified that are
not considered to be material weaknesses? X Yes MNone reported

MNoncompliance material to financial
statements noted? Yes X Mo

Federal Awards

internal control over major programis:

s Material weakness{es) identified? Yes X Mo

= Significant deficiency{ies} identified that are
not considered to be material weaknesses? Yes X None reported

Type of auditor's report issued on compliance for major program(s): Unqualified

Any audit findings disclosed that are required
to be reported in 2ccordance with
Section 510(a} of Circular A-133? Yes X Mo

Identification of majer programs:

CFDA Numbers Name of Federal Program or Cluster

84.027, B4.173, 84.027A Special Education Cluster

Doliar threshold used to distinguish between type A and type B programs: $300,000

Auditee qualified as low-risk audites? X Yes No



Huron Valley Schools

Schedule of Findings and Questioned Costs (Continued)
Year Ended June 30, 2008

Section 11 = Financial Statement Awdit Findings

Reference
Number Findings
2008-1 Finding Type - Significant deficiency

Criteria - Defeased debt, a nonrecurring complex transaction, should be
accounted for in accordance with generally accepted accounting prindples.

Condition - While Huron Valley Schools {the “School District™) did identify
the correct elements related to the transactions, the School District did not
accurately record the refunding of the 1998 bonds. As a2 result of the audit
process, adjustments were identified to correctly record the defeasance of the
1998 bonds and issuance of the 2008 refunding bonds.

Context - During the year, the School District defeased certain debt
obligations. This transaction is essentially a refinancing of the obligation to
reduce the overall cost of the debt to the Schocl District. There are many
alements to the transaction and requires the accurate treatment of each
element in the accounting records. Management identified the elements of
the transaction that needed to be recorded for the 1998 bond refunding but
recorded certain elements of the transaction incorrectly on the fund level
generzl ledger during the year.

Cause - Management possessed a working knowledge of the requirements
but did not bave a2 complete understanding of how to recerd all the various
components of 2 complex bond refunding transaction.

Effect - Prior to audit adjustments, certain fund level amounts were not
recorded as required by generally accepted accounting principles.

Recommendation - Since these transactions tend to be nonrecurring,
mamagement should consider developing an accounting tocl or other
accounting aid to assist in the recording of defeased debt amounts if they were
to credr in the future.

Views of Responsible Officials and Planned Corrective Actions -
Management worked closely with the auditors to correctly record the
transaction and increase their understanding of how the elements should be
recarded for the bond refunding. Management now has 2 dearer
understanding of the various components of the refunding and how each one
should be recorded on the fund level financial statements and plans to create a
workaid as 2 guide for the future. :

I4



Huron Valley Schools

Schedule of Findings and Questioned Costs
Year Ended June 30, 2008

Section 1l = Federal Program Aaxdit Findings

None



Huron Valley Schools

Report to the Board of Education
June 30, 2008
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To the Board of Education
Huren Yalley Schools

We have recently completed our audit of the basic financial statements of Huron Valley Schools
for the year ended June 30, 2008. In addition to our audit report, we are providing the following
required audit communication, summary of unrecorded possible adjustments, other
recommendations, and informational comments which impact the school district:

Page
Results of the Audit 2-5
Surmmary of Unrecorded Possible Adjustments &-7
Other Recormmendations 8-10
Informational Items 11-17

We are grateful for the opportunity to be of service to Huron Valley Scheools. Should you have
any questions regarding the comments in this report, please do not hesitate to call.

%ﬂ, f 72&@, PLee

October 8, 2008
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Results of the Audit

October 8 2008

To the Board of Education
Huron Valley Schools

We have zudited the financial statements of Huron Valley Schools for the year ended June 30,
208 and have issued our report thereon dated October 8, 2008. Professional standards require
that we provide you with the following information related to our audit.

Qur Responsibility Under U.S. Generally Accepted Auditing Standards

As stated in our engagement letter dated June |0, 2008, our responsibility, as described by
professional standards, is to express an opinion about whether the financial statements prepared
by management with your oversight are fairly presented, in all material respects, in conformity
with LLS. generally accepted accounting principles. We are responsible for planning and
performing the audit to obtain reasonable, but not absolute, assurance that the financial
statemnents are free of material misstetement. As part of our audit, we considerad the internal
contro! of the School Districe. Qur consideration of internal control was sofely for the purpose
of determining our audit procedures and not to provide any assurance concerning such internal
contral.

We are responsible for communicating significant matters refated to the audit that are, in our
professional judgment, relevant to your responsitilities in overseeing the financial reporting
process. However, we are not required to design procedures specifically to identify such
matters and our audit of the financial statements does not relieve you or management of your
responsibilities,

Our audit of the School District's firancial staterments has also been conducted in accordance
with Government Auditing Standards, issued by the Comptroller General of the United States.
Under Government Auditing Standards, we have made some assessiments of the School District's
compliance with certain provisions of laws, regulations, contracts, and grant agreements. While
those assessments zre not sufficent to identify all noncompliance with applicable laws,
regulations, and contract provisions, we are required to communicate all noncompliance
conditions that come to cur attention, We have communicated those conditions in a separate
letter dated October 8, 2008 regarding our consideration of the School District’s internal
cornirol over financial reporting and on our tests of its compliance with certain provisions of
laws, regulations, contracts, and grant agreements. .
Praxity:
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To the Board of Education October 8, 2008
Huron Valley Schools :

We also are obligated to communicate certain matters related to our audit to those responsible
for the governance of the School Bistrict, including certain instances of error or fraud and
significant deficiencies in internal control that we identify during our audit. In certain situations,
Government Auditing Stondards require discdlosure of ilegal acts to applicable government
agencies. If such illegal acts were detected during cur audit, we would be required to make
disclosures regarding these acts to applicable government agencies. No such disclosures were
required.

Planned Scope and Timing of the Audit

We performed the audit according to the planned scope and timing previously communicated to
you in our cammunication about planning matters on August |18, 2008,

Significant Audit Findings

Quualitative Aspects of Accounting Practices

Management is responsible for the selection and use of appropriate accounting policies. In
accordance with the terms of our engagement letter, we will advise management about the
appropriateness of accounting policies and their application. The significant accounting pelicies
used by the Scheol District are described in Note | to the finandal statements. No naw
arccounting policies were adopted and the application of existing policies was not changed during
the year ended June 30, 2008,

We noted no transactions entered into by the School District during the year for which thereis a
lack of authoritative guidance or consensus.

There are no significant transactions that have been recognized in the financial statements in a
different period than when the transaction occurred.

Accounting estimates are an integral part of the finandal statements prepared by management
and are based on management’s knowledge and experience about past and cuwrrent evants and
assumnptions about future events. Certain accounting estimates are particularly sensitive because
of their significance to the financial statements and because of the possibility that future events
affecting thern may differ significantly from those expected. The most sensitive estimate
affecting the financial statements was the accrual of liabilities at the fund and government-wide
reporting levals,

Management's estimate of the accrued obligations is based on 2 valuation of the extent of
services provided as of lune 30, 2008. We evaluated the key factors and assumptions used to
develop the School District’s accrued cbligations in determining that they are reasonable in
refation to the financial statements taken as a whole,



To the Board of Education October B, 2008
Huron Valley Schoois

Difficulties Encourtered in Performing the Audit

We encountered no significant difficuities in dealing with management in performing and
completing our audit.

Corrected and Uncorrected Misstatements

Professional standards require us to accumnulate all known and likely misstatements identified
during the audit, other than those that are trivial, and cammunicate them to the appropriate
{evel of management, The attached schadules summarize uncorrected misstatements of the
financial statements. Management has determined that their effects are immaterial, both
individually and in the aggregate, to the financial statements taken as a2 whole. In addition, none
of the misstaternents detected as 2 result of audit procedures and corrected by management
were material, either individually or in the aggregate, to the financial staterments taken as a whale
except for certain adjustments related to the recerding of the defeasance of debt occurring in
the current year.

Disagreements with Management

For the purpose of this letter, professional standards define a disagreement with managerment as
a financial acoounting, reporting, or auditing matter, whether or not resolved to our sadsfacton,
that could be significant to the financial statements or the auditor's report. We are pleased to
report that no such disagreements arose during the course of cur audit.

Management’s Representations

We have requested certain representations from management that are included in the
management representation letter dated October 8, 2008,

Management’s Consultations with Other independent Accountants

In some cases, mapagement may decide to consuit with other accountants about auditing and
accounting matters, similar to cobtaining 2 "second opinion” on cerin situadons. If a
consultation involves application of an accounting principle to the organization's financial
statermnents or a determination of the type of auditor’s opinion that may be expressed on those
statements, our professional standards require the consulting accountant to check with us to
determine that the consultant has all the relevant facts. To our knowledge, there were no such
consultations with other accountants.

Other Audit Findings or Issues

In the normal course of cur professional assodation with the School District, we generally
discuss a variety of matters, including the application of accounting principles and auditing
standards, business conditions affecting the Schoo! District, and business plans and strategies that
riay affect the risks of material mizsstatement. Mone of the matters discussed resulted in a
condition of our retention as the School District’s auditors.



To the Board of Education October 8, 2008
Huron Valley Schools '

As required by OMB Circular A-133, we have also completed an audit of the federal programs
administered by the School District. The results of that audit are provided to the Board of
Education in our repart on compliance with requirements applicable to each major program and
on internal control over compliance in accordance with OMB Circular A-133 dated October 8,
2008,

In addition to the comments and recommendations in this letter, our cobservations and
comments regarding the School District's interpal contrels, including any significant deficiencies
or materizl weaknesses that we identified, have baen reported to you in the report on internal
control over financial reporting and on compliance and other matters based on an audit of
financial statements parformed in accordance with Government Auditing Standards. This report is
induded in the supplemental schedule of federal awards (single audit report), and we
recommend that the matters we have noted there receive your careful consideration.

This information is intended solely for the use of the Board of Educaton and management of
Huran Valley Schocls ard is not intended to be and should not be used by anyone other than
these specified parties.

Very truly yours,

Plante & Moran, PLLC

L

Eric V. Formberg
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To the Board of Education

October 8, 2008
Huren Villey Schools
Ciene Huron Yalkey Schools
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Y/E- June 30, 1004
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Other Recommendations




Huron Valley Schools

Other Recommendations

INTERNAL CONTROL OBSERVATIONS AND SUGGESTIONS

During our audit process, we attempt to identify opportunities for the District to revise or

update its system of internal contrel. The primary goazl of internal control is to provide
reasonable {as opposed to an absolute) protection to the District and its assets and financial
information. ¥We appreciate the District has limited resources and must look to maxirmize the
benefits from the resources it utilizes. With that in mind, we offer the following for District
consideration as it continues to improve its operations.

information Technology Access: During our review, we noted that no formal process exists to
immediately notify IT of terminated employses. Notification of a terminated employee is
currently cccurring informally (email or verbal} by the supervisor, HR, or others aware of the
departure contacting 1T; the communication is not formally documented. A formal process
{paper or efectronic) should be implemented to document and file within IT or HR the
dateftime of employee termination and all access deleted by IT. For key accounting and
operational staff, the transactions of the user should be reviewed by the supervisor or HR to
ensure that unauthorized activity is detected and reviewed at termination.

Community Services Fund: This fund experienced an increase in its fund deficit in the current
year. During the year, the pool and fithess center was added to the Community Services
Fund, contributing to this increase in fund defidt. We suggest that management review the
projected revenue and expenditure activity of this fund to determine if it will be able to
eliminate this deficit.

Special Education Grant Proportionate Shore Requirement: The District is required by this
federal grant to meet a proportionate share requirement. This involves documenting its
effort via a proportionate share calculation and contacdng non-public schoels within the
District to inform them that special education services are available. We undarstand that the
Michigan Department of Education may increase its monitoring of this newer requirement
and we suggest that the District develop 2 process to complete the proportionate share
calculation and contact non-public schools within the District regarding the availability of
special education funding.

IDEA Gront: During our testing, we noted that there was no formal documentation of the
IDEA director’s approval for spedific teachers to be charged to the IDEA grant. However,
the District did properly maintain semiannual certifications along with other docurnentation to
support those charged. We recommend that the District improve its documentation process
by obtaining the approval of teachers by the IDEA director.
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Other Recommendations

s journgl Entry Review: The review of journal entries in a school district can be a cumbersome
process. However, this review process can be a beneficial control in ensuring that the
adjustments were processed appropriately. During our testing, we noted that the
accounting coordinator has the ability to post journal entries, and the only ones reviewed by
the supervisor of finance are those related to cash. In addition, the supervisor of finance has
the ability to post journal entries, but 2 process is not in place for these to be reviewed. The
District does have various mitigating controls in place such as budget vs. actual reviews by
the supervisor of finance and accounting coordinater, as well as various levels of review for
cash disbursements, cash receipts, and wire transfers. To the extent the value of the control
exceeds the cost of applying the controls; we recommend that all journal entries be
reviewed by appropriate personnel,

1o
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STATE AID ISSUES
2007/2008

2007 brought many financial challenges o the School District. Chief among them was the
State's inzbility to put a budget plan together, resulting in a short state shut-down in October,
These budget challenges at the State level meant that the School District operated for three
menths without knowing the final funding level the State was to provide for the 2007/2008 fiscal
year. Once the plan was agreed to, the State was able to fully fund the plan, meaning the School
District did not have to face the possibility of another proration. The result of the measuras put
in place, among many features, induded the following:

Foundation Allowance

Ngo proration and the School District did receive the promised $7,308 foundation allowance
{(a 1.6 percent increase). As part of the iegislation, the State modified the foundation allowance
concept. This modification added a sliding scale equity payment to the foundation formula. The
base foundation increase was $48 per pupil. The lower funded school districts, like Huron
Valley, received an additional $46 per pupil. The equity payment element was phased out at a
foundation allowance of $8,433.

Categoricals

The above actions taken also allowed the State to fully fund the categoricals promised in the
2007 State Aid Act legislation.

Retirement Rate

Legislation restructured the elements computing the MPSERS retirement rate, creating a lower
cost to the retirement system. The School District paid in 17.74 percent through September 30,
2007, Beginning Qctober |, 2007, the rate was reduced to 16.72 percent,

2008/200%

For 20082009, the governor and Legislature continued to work through the State’s budget
issues. Once apain, schools were asked to establish budgets without knowing the level of
funding to be provided by the State. In July 2008, a compromise was reached.
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Foundation Allowance

The budger agreement provides for a $110 increase {1.5 percent increase) in the School
District’s foundation allowance to $7,418. As part of the agreement, the State continuad with its
sliding scale equity payment concept within the foundation formula. The base foundation
increase is $56 per pupil. The lowest funded districts receive an additional $56 per pupil. The
equity payment is received by districts, induding Huron Valley, with a foundation aliowance
below $8 482,

Retirement Rate:

The 2008/200% retirement rate has been determined. The rate for the fiscal year beginning
Octaber |, 2008 will be 16.54 percent.

Kindergarten Full-funding “Intent” Language:

As part of the budget plan, the amendments to the State Aid Act include “intent language” to
move toward a full-day kindergarten requirement. Essentially the language provides thar,
beginning in fiscal year end 2009-2010, haif-day developmental kindergarten programs wouid be
funded at 50 percent {current law fully funds those programs). In addition, kindergarten
programs would be fully funded in fiscal year 2010-201 | if they operated for 60 percent of a day,
ard fully funded in FY 201 1-2012 if they operated for 70 percent of 2 day.

21st Century Schools:

The amendments to the State Aid Act also provide resources with 2 focus on increasing
graduation rates. Grants of up to $3.0 million would be made available to schoo! districts with
less than 2 70 percent graduation rate, as long as the schaol district matched the grant funds.
The schoo! district would have to graduate at least 80 percent of their students by the third
year, and 80 percent of those students would have to go on to postsecondary education, or the
schoo! district would have to return 50 percent of the grant.

As the State’s budget year moves forward, it will monitor the revenue intake with periedic
revenue-gstimating conferences.  State law requires that the appropriations cannot exceed
revenue estimates. As a result, it is possible there could be reductions to schoo! district funding
if the State is nor able tc generate the funding levels identified in the May 2008 revenue-
estimating conference.
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Proration

As of the date of this letter, there is ne indication that the State of Michigan is expecting to face
the need for proration. However, the significant economic events witnessed during September
and early Qctober 2008 suggests that Michigan will likely not experience an economic recovery
in the near term. The next formal assessment of the State's revenues is scheduled for rmid-
Janvary 2009, Given such economic concerns, we suggest that the School District carefully
manitor continuing events and apply appropriate assessments regarding the State’s ability to fully
fund its appropriations from the School Aid Fund.

FUND BALANCE

Curing the 2007/2008 fiscal year, the Schoel District continued to face 2 lower level of funding
increase provided by the State of Michigan, This fact and the likely lower than inflation level
exgected for 20082002 continues to put pressure on the operating budget and fund equity.

During the 200772008 schoo! year, the School District’s General Fund expenditures exceeded
revenue by approximately $2i9,000. This resulted in reducing the General Fund equity to
approximately $14,794,000 at lune 30, 2008. Espedally in light of the state’s struggling
economy, we feel that it is important {or the Scheol District to maintain its fund equity at an
appropriate level. The benefit to the School District of maintaining appropriate fund equity is
the ability to meet unforeseen circumstances, like the implementation of state aid proration,
without significantly affecting the level of programs for the year. This gives the Schoo! District
time to work out financial changes without the need for sudden or drastic reactions to adverse.
circumstances. The need for fund equity will continue to be important due to the funding caps
imposed by schoeal finance reform, as experienced over the last few years, continuing concerns
over the financial heaith of the School Aid Fund, and continued cash flow concerns due to the
receipt of over |8 percent of the Schoo! District’s state aid after the schoo! year has ended.

Fund balance goals are often stated m terms of a percentage of total expenditures. As a point of
reference, the statewide average for school districts at June 30, 2007 {excluding Detroft) is
approximately 13.34 percent of expenditures and equals approximately seven weeks of
operations. Huron Valley's fund equity percentage is 155 percent and eguals approximately
eight weeks of cperatton.

Especially in light of the challenges the State is facing to fund public education, as part of the
School District’s goal-setting for the upcoming year, the Board of Education should continue to
focus on the level of General Fund balance that the board wishes to. maintzin, Once such a goal
is determined, each succeeding year's budget should include a provision to accomplish the
Schoo! District’s desired fund balance level. Clearly, the Schoo! District will continue to face
difficult budget challenges in 2008/2009. Given the continued uncertainties with State funding,
budget planning and fund balance management will continue to be essential elements for Schoo!
District success,
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RECENT AUDITING PRONOUNCEMENTS
Initialfy Effective for the June 30, 2007 Fiscal Year

2067 began a period of significant change in how school district audits are to be conducted. The
following audit standards changed what an auditer must do to document the audit effort and
what an auditor must disclose refated to a schod! district's financial information refated internal
controls.

Statement on Auditing Standards No. 103 - Audit Documentation - The American
Institute of Certified Public Accountants {AICPA) Auditing Standards Board issued this Statement
on Auditing Standards (5A3), which superseded SAS 96. This standard clarified and increased
the requirements that auditors must follow in obtaining, managing, and retaining documentation
that supports the audit opinion. It prescribes the form, content, and extent of audit
documentation necessary to support the audit work, It also redefines the method used to
determine the dating of the auditor’s report and creates a “lock down" date for the audit file.

The substantive implication of this new standard is that our audit process included mere specific
requests for informaton from the Schocl District, increased coordipation with the School
District to "complete™ the audit, and required the Schoo! District to be well prepared for audit
prior to the start of the year-end field work.

Statement on Auditing Standards Ne. | [2 - Communication of interral Contro! Related
Matters Noted in an Audit - The American Institute of Certified Public Accountants (AICPA)
Audit Standards Board issued this Statement on Auditing Standards (SAS}, which superseded SAS
60. This standard established requirements and provided guidance to enhance the auditor’s
communication responsibility to the audit committee, if one exists, or the Board of Education
concerning significant deficiencies and rmaterial weaknesses in Internal control noted in a financial
statement audit. The standard defines internal control deficiency, significant deficiency ({this
terin replaces and therefore eliminates the term "reportable condition"), and material weaakness.
internal control deficiencies that constitute significant deficiendes and material weaknesses will
be reported to the audit committee or the Board of Education in writing and will be made no
later than 60 days following the release date of the auditor's report on the finandal statemants.
When a school district has a single audit {audit of federal programs) completed as required by
the federal government, significant defidiendes and material weaknesses will be induded in that
report as findings in the schedule of findings and questioned costs.
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A comrol deficiency exists when the desigh or operation of a control does not allow

management or employees, in the normal course of performing their assigned functions, to

prevent or detect misstatements on & timely basis. A significant deficiency is a controf

deficiency, or combination of contra] deficiencies, that adversely affects the entity’s ability to .
initiate, authorize, record, process, or report financial data reliably in accordance with generally

accepted accounting principles such that there is more than a remote fikelihood that a

misstatement of the entity's financial statements that is more than inconsequentia will not be

prevented or detected by the entity’s internal contral.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity's internal control.

The substantive implications of this new standard include:

« This Standard provides more specific criteria regarding the types of deficiencies that should
be considered significant deficiencies. Auditors will be required to label these deficiencies
accordingly.

= Auditors will be required to officially report on more internal control related items than in
the past. This results from the lower reporting threshold that is used to determine when a
control deficiency must be officially reported that is created by the Standard.

Initially Effective for the June 30, 2008 Fiscal Year

The standards initially effective for lune 30, 2008 audits continue the progess of redefining how
the audit is to be conducted. These standards, combined with the standards discussed above,
have changed much of what occurs during the audit process and what is provided to the Board
of Education and others charged with governance.

Statement on Auditing Standards No. 104 to No. 111 - The Risk Assessment Standords -
The AICPA issued Statemnents on Auditing Standards (SAS 104 - SAS 111) that have substantially
affected the auditing process. The effective date for all school district audits is for the audit of
the financial statements for the year ended June 3G, 2008. These standards essentially redefine
the audit process from start to finish and the ramifications for the audit process are substantial.

The new standards primarily reguire:

* The auditor to cbtain a deeper understanding of (1) the school district and itz internal
control, for purposes of identifying the risks of material misstatement in the financial
statements and (2) what the school! district is doing to mitigate those risks

+ A more rigorous assessment of the risks of material misstaternent based on that
understanding, with additional emphasis on significant risks that call for special audit
consideration

+ A dearer linkage between the assessed risks and the audit procedures performed, induding
tests of controls and substantive tests, in response to those risks

16
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We invested substantial resources into the redesign of our audit process to conform to these
requirermnents. Our ultimate goal, as in the past, is to provide a quality audit, in full conformance
with the requirements, which is taillored to the unigue environment for Michigan schools. As a2
result, our 2008 audit process included many new features and elements. We worked with the
District to understand the elements, involved it in the information gathering process, and
performed audit tests focused on the risks embedded in the school district's financial statements.
To provide the School District with as much lead time as possible in the data gathering process,
we reviewed the information needs and provided the School District with the necessary tools.
We appreciate that change can be difficult and time consuming. Qur goal was to ensure any
changes made were done with a2 purpose and the changes focused on issues directly impacting
your chool District,

RECENT LR.S. CHANGES TO DEFERRED COMPENSATION RULES

The IRS recently announced a change in position surrcunding staff who choose to be paid over a
I 2-month period rather than over the shorter schoel year. Under the change, the employee
will not be considered to have a "deferred compensation” arrangement if:

+ The payment of any recurring compensation is not deferred beyond the lfast day of the 13th
month following the beginning of the school year, and

+ The amount deferred from one taxable year to the next is not more than the general dollar
defercal limit in effect under Code Section 402(g)} (currenty, $15,500 in 2008) for the
calendar year in which the school year begins.

s Prior to this Notice, the IRS had taken the position that if an employee elected to be paid
over a2 |2-month period rather than over the shorter school year, the employee had
deferred compensation. As a result, both the school district and the employee needing to
comply with the requirements of Code Section 40%A, which poverned deferred
compensation arrangements.

The result of this new notice will “eliminate the possibility of additional tax under 457(f) and 40%
for most teachers and schools,” according to the IRS. Taxpayers can rely on Notice 2008-62
immediately, "beginning with the first taxable year that includes July |, 2008,"

Federal Program Cash Management Change

For many years, the 30-day rule said a school district could request up 1o 30 days of future cash
needs when submitting 2 reimbursement request for federal grant funds. MDE recently sent a
communication that beginning in the 2007 fiscal year, a school district can only request up to
three days of future cash needs and that the MEGS system: now reflects this change. This can
have a big impact on cash fiow for school districes that relied on the 30-day rule. We want to
ensure that School District administrators are aware of this change, as future audits will be
following these revised rules.



